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mportantnotice

This document has been prepared by KPMG LLP (‘KPMG”) solely for Bristol City Council in
accordance with specific terms of reference (“terms of reference”) agreed between Bristol City Council
(“the Beneficiary”), and KPMG. KPMG LLP wishes all parties to be aware that KPMG’s work for the

Addressee was performed to meet specific terms of reference agreed between the Addressee and
KPMG and that there were particular features determined for the purposes of the engagement.

KPMG does not provide any assurance as to the appropriateness or accuracy of sources of
information relied upon and KPMG does not accept any responsibility for the underlying data used in
this report. For this report the Client has not engaged KPMG to perform an assurance engagement
conducted in accordance with any generally accepted assurance standards and consequently no
assurance opinion is expressed.

This document has not been designed to be of benefit to anyone except the Beneficiary. In preparing
this document we have not taken into account the interests, needs or circumstances of anyone apart
from the Beneficiary. The document should not therefore be regarded as suitable to be used or relied
on by any other party wishing to acquire rights against KPMG LLP (other than the Beneficiary) for any
purpose or in any context. Any party other than the Beneficiary that obtains access to this document or
a copy (under the Freedom of Information Act 2000, the Freedom of Information (Scotland) Act 2002,
through the Beneficiary’s Publication Scheme or otherwise) and chooses to rely on this document (or
any part of it) does so at its own risk. To the fullest extent permitted by law, KPMG LLP does not
assume any responsibility and will not accept any liability in respect of this document to any party
other than Bristol City Council.

In particular, and without limiting the general statement abowve, since we have prepared this Report for
the benefit of the Beneficiary alone, this Report has not been prepared for the benefit of any other
local authority nor for any other person or organisation who might have an interest in the matters
discussed in this Report, including for example those who work in the local government sector or
those who provide goods or senices to those who operate in the local government sector.

Without prejudice to any rights that the Client may have, subject to and in accordance with the terms
of engagement agreed between the Client and KPMG, no person is permitted to copy, reproduce or
disclose the whole or any part of this report unless required to do so by law or by a competent
regulatory authority.

This document is not suitable to be relied on by any party wishing to acquire rights against KPMG LLP
(other than Bristol City Council) for any purpose or in any context. Any party other than Bristol City
Council that obtains access to this document or a copy and chooses to rely on this document (or any
part of it) does so at its own risk.

The opinions and conclusions expressed in this document are those of KPMG and do not necessarily
align with those of Bristol City Council.
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. Reviewaf the stratedic case for the femple
Sland Arena

1.1

Stated objectives of the Arena

The feasibility study for the Temple Island Arena set out a vision for the delivery of the Arena':

“The delivery of an arena for Bristol on the Temple Quarter site, acting as a major catalyst and
economic driver for the new Enterprise Zone. The arena should be commercially driven, delivered
quickly and on budget, and be sustainable at no on-going revenue cost to the Council and its

partners.”

This vision was set out in the Outline Business Case (OBC) for the Arena, dated November 20132
This OBC also detailed key objectives for the project, stating that these were the factors against which
success of the project would be determined. The objectives were expressed in relation to two aspects
of the arena; the experience and the building.

The Full Business Case (FBC), submitted to the West of England Local Enterprise Partnership (LEP)
in April 2016, largely re-stated these objectives, with some amendments as highlighted in purple in

Figure 1 below.

Figure 1: Comparison of the Arena’s objective inthe OBC and the FBC

OBC objectives

FBC objectives

The Tenple — Create a “return again” experience — Create a “return again” experience
Island forits customers. forits customers.
Arena — Provide a vibrant “Bristol Experience” — Provide a vibrant “Bristol Experience”
Experience for visitors, w hich makes our arena for visitors to make our area different
will: different from others. from others.
— Be at the forefrontof arena — Be at the forefrontof arena
programming and content. programming and content.
— Provide excellent transport links to — Provide appropriate transport links
match public expectations. to match public expectations.
— Provide safe and secure parking — Provide safe and secure parking
within 15 minutes distance for w hen public transport is not an
w hen public transport is not an option, providing an option of rapid
option, providing an option of rapid transit from park and ride sites w here
transit from park and ride sites w here appropriate for large scale events.
appropriate. — Whenever possible and through
— Provide the Council and the public working with the operator, provide
w ith opportunities to use the facility the Council and the public with
via a number of community events opportunities to use the facility via a
(subject to cost considerations). number of community events
(subject to cost considerations).
‘The Tenple — Have a capacity of 12,000 with — Be flexible enough In design to be
Island 10,000 seated (subjecttothe future-proofed for changes in the
Arena outcome of the business case). entertainment market and to meet
building will: — Be flexible enough in design to be Bristol's expectations.

future-proofed for changes in the
entertainment market and to meet
Bristol's expectations.

Be flexible enough to accommodate
a wide range of content, including

Be flexible enough to accommodate
and wider range of content, including
music concerts, family entertainment
show s, sports and other events.

'Davis Langdon, An AECOM Company and IPW...(2012) Bristol Arena Stage 1 Feasibiity Report
2pavis Langdon, An AECOM Compary and IPW...(2013) Bristol Arena Outline Business Case: Final Report November 2012

KPMG
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music concerts, family entertainment
show s, sports and other events
(temporaryice eventssubjectto
outcome of this business case).
Be delivered to budget and to a
quality set out in the Employers
Requirements.

Be special, of a good quality, withan
outstanding level of environmental
performance.

Be able to offer athemed usage,
for example Circus.

Be accessible to all and conply with
the Bristol Access Standard.

Be designedina waythat
complements the requirements of
the Planning Authority, so that
Planning Permission can be
obtained.

Have very little car parking on site,
probably only disabled bays with
some staff/VIP parking.

Provide suitable acoustic controls
for noise entering and leaving the
building.

Provide HGV parking only in/
adjacent to the Service Yard.

Be delivered to budget and to a
quality set out in the Employers
Requirements.

Be special, of a good quality, withan
outstanding level of environmental
performance.

Provide a key piece of cultural
infrastructure to enable pathways
for progression for artists and
performers.

Be accessible and meetthe latest
access requirements.

The Arena
will:

Have a public realm interface with
the rest of the site, w hich encourages
visitors and creates a “destination”
experience for “Arena Island”.
Assistin making the Bristol Temple
Quarter Enterprise Zone (BTQEZ)
and Railw ay Station more
accessible.

Raise the profile of the City on the
national and international stage.
Have a public realm interface with
the restofthe site, which
encourages visitorsand creates a
“destination” experience for
“Arenalsland”.

Deliver jobs to the community
during the construction period and
then operational period.

Assistin making the BTQEZ more
accessible and drive improvements
permeability to the south of

Temple Meads station.
ource: review or Davis Langdon, An ompany an: n rena Ine business Case: Final Repo vem ber

2012 and Bristol City Council (2016) Bristol Arena Full Business Case.

As far as we understand, the objectives outlined in the FBC remain the agreed stated objectives for
the arena experience and building. In addition to the objectives set out in the OBC and FBC, a set of
KPIs for the Temple Island Arena were presented in the Buckingham Group Contracting Limited
(“Buckingham”) tender document for the construction of the project and the Employment and Skills
Plan was updated by Buckinghamin March 2018. The revised KPIs are presented in Figure 2 below.

Figure 2: Bristol City Council actions and key performance indicators relating to the Arena

Key performance indicators (KPIs)
During the construction of the Arena the follow ing skills and employment targets will be secured:
— 1 supply chain training or support initiative per month;
— acertain volume of business placed withlocal suppliers (as yet undetermined);
— 50% labour from the West of England, including 25% from Bristol (BS1 to BS16)3;
— 45 to 50 apprenticeships, of w hich 15-20 are from BCC priority groups;
— 50 workplacements to be offered;
— 10 graduate placements offered for new job starts;

21t should be noted that the level of local labour proposed in the updated Buckingham Employment and Skills Plan from March 2018 is lower than
originally proposedin Buckingham’s tender document. The original tender document proposed 75% of labour from the West of England, including
50% from Bristol (BS1to BS16).
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— 250 person w eeks of training; and
— commitment to deliver three events or initiatives per month, covering:
— local pupil interactions with arena construction;
— job and training opportunities for care leavers and young people in care;
— recruitment for the long-term unemployed and those Not in Education, Employment or
Training (NEET);
— opportunities for those from groups traditionally underrepresented in the construction
sector® and
— community initiatives.
Source: Buckingham Group Contrac ing (2017) Quality Commitment Question No.2Employment and Training (revised March 2018).

The Bristol City Council (BCC) Corporate Strategy 2017-2022° (“the Strategy”) outlined additional
commitments in relation to the Arena. Specifically the Strategy notes that “plans for an arena are key”
to fulfilling the commitment for Bristol to be “a leading cultural city, making culture and sport accessible
to all”. Within the Strategy, the arena is highlighted as an area for future investment which would help
to grow Bristol’'s economy. BCC included “ensuring the Arena is completed and is accessible to all
communities” as a strategic objective for the next 5 years.

We note that the latest BCC Corporate Strategy 2018-2023° does not specifically mention the Arena
as a key objective for BCC. The Arena, however, could be expected to contribute towards BCC'’s

commitment to “keep Bristol a leading cultural city, helping make culture, sport and play accessible to
all”.

1.2 Strategic casereview
1.2.1 Assessment of the existing strategic case for the Arena

For the purposes of our assessment we have considered the strategic case put forward in the Bristol

City Council (2016) Bristol Arena Full Business Case (FBC) documernt, as this is the most recent
version of the strategic case and therefore the most relevant for consideration as part of our review.

Our assessment of the strategic case is setout in Figure 3 below.

“|dentified as women, people from Black and Minority Ethnic (BME) communities and people with learning difficulties and/ or disabilities.
5 Bristol City Council (2017) Corporate Strategy 2017-2022.
® Bristol City Council (2017) Corporate Strategy 2018-2023.
" Bristol City Council (2017) Corporate Strategy 2018-2023.

kPMG
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Figure 3: Review of the existing strategic case for the Arena project

Strategic area as stated in the Bristol BCC’s strategicassessmentas stated inthe arenaFBC

KPMG strategicassessment

ArenaFBC
1 Creating places w here people wantto Development of the Arena will unlock the reminder of
live and work Temple Island for housing, employment and other uses and

facilitate the delivery of broadband and district heating
netw orks onto the site.

Since the business case w as published, the remainder
of the Tenple Island site has been purchased for
development by the University of Bristol. Therefore, the
arena itself will no longer deliver any w ider development
on the Tenple Island site. How ever, the arena itself wiill
attract people to the Tenple Island site and provide
some enployment opportunities.

The Temple Island site will need to be connected to the
local broadband netw ork, meaning the arena, coupled
with the University development will facilitate the
delivery of broadband to the site.

The Arena willalso facilitate the delivery of district
heating netw ork on to the Temple Island site.

The Arena willalso support the business case for the
development of other surrounding infrastructure, such as
a southern access road. This infrastructure will increase
the accessibility of the Tenple Island site, benefiting the
University of Bristol development.

2 Ensuring aresilient, low carbon economy  The arena will be developed to high sustainability
that operates w ithin environmental limits standards, benefiting froma BREEAM? target rating of
and w hichis resource efficient. Excellent, and bring permanent uses back to a site that has
lain derelict for over 15 years.

The design of the arena is achieving a 'Very Good’
BREEAM rating as a result of changes to the arena
design aimed at reducing construction cost. The arena
has been designed in accordance with local planning
policy, which has dictated significant carbon reduction
measures forthe arena. These measures exceed those
of normal planning policy and the BREEAM ‘“Very Good’
standard. These measures will go some w ay to minimise
the environmental impact of the arena building, the
development of the arena and its ongoing operation will
generate a negative environmental impact (as would any
development on this site). These efforts to minimise the
impact will help to ensure that a sustainable, efficient
outcome is achieved.

8 BREEAM stands for Building Research Establishment Envionmenta Assessment Method. It is a sustainability assessment method used in the planning of project, infrastructure and buildings, which evaluates the

procurement, design, construction and opera ion of a development against pefformance benchmarks.
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The Arena willbe developed on a currently derelict site
w hichwill help improve the local environment and will
improve the utilisation of the site. It is unclear, how ever,
how this in itself willcontribute tow ard ensuring a
resilient, low carbon economy.

3 Providing the local w orkforce w ith job
opportunities.

The Arena willenable or support the creation of almost
5,400 gross full-time equivalent (FTE) jobs across the West
of England economy. The project will seek to build on w ork
carried out to date to identify pathw ays for local people to
develop careersin creative industries and put the support
in place to enable them to do so.

Our updated economic assessment estimates that net
660 FTE jobs would be created across the West of
England as a result of the arena (see Section 4.2 for
further details).

The Arena willgenerate 37 direct FTE jobs w hichwill be
involved in the day-to-day operations of the arena. The
Arena will also directly generate additional employment
on show days as security and service staff are required
at events. In general the majority of these additional jobs
created willlikely be part-time.

The Arena Operator — Arena Island Limited (“AlL) has
proposed that it willhelp in targeting unemployment and
aims to fill 20% of employment opportunities from the
local area®. The operator has also stated that it intends
to explore potential w ork programmes, such as
apprenticeships and NVQ programmes.

At present there is little evidence that the project w ould
help identify pathw ays for local people to develop
careers in creative industries or support these. It may be
the case there are some minor spillover impacts
associated withthe arena playing a role in supporting
Bristol to become a leading cultural city. Through
conversation with BCC it is understood that there is the
intention to w orkw ith Bristol Music Trust and the Bristol
Music Netw ork to provide support local people develop
careers in the creative industries. How ever, at present
these pathw ays and support mechanisms have not been
defined and it is unknow n w hatform they will take, or the
likely impact of any support.

9 Bristol City Council (2015) Bristol Arena Local Impact Programme — Operation.

kPG
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4 Creating the right conditions for The Arenawillgive confidence and certainty to investors in ~ Development of the arena willsupport BCC's
businesses to thrive, by giving confidence Bristol and the West of England area in the BCC's ability to  commitment to remain a leading cultural city. it will help

and certainty to investors. deliver large scale infrastructure programmes and by doing  to enhance the place based offer of the City, w hichin
so stimulate w ider development and infrastructure turn should help to attract residents and visitors to the
provision. area with consequent business benefits.

Taking forw ardthe development of the arena wiill help to
alleviate the uncertainty around the future development
of the Temple Island site within the wider BTQEZ. This
may act as a signal to investors encouraging w ider
private sector development w here this would be
commercially viable. Any clear plans for alternative
schemes on the site could also help to achieve this.

Stakeholders related to the enterprise zone have
indicated that commitment to an arena has already
helped to catalyse development in the BTQEZ, by giving
developers the confidence to investin the zone.

In addition, BCC believes that the arena wiill help open
up access to the BTQEZ fromthe south withthe
additional transport infrastructure that will be built
around it.

During our consultation w ith stakeholders, w e found that
going forw ard stakeholders considered that the arena
will have a limited impact on wider additional
development, and that other key developments in the
area, such as the new University of Bristol campus, will
be a greater attraction forinvestment into the BTQEZ.

5 Ensuring that all our communities share The Arena willcreate a public facility and job opportunities Although the Arena will be a publicly ow ned asset, it will
in the prosperity, health and w ell-being available to all. be operated privately. The degree to w hichthe public
and reduce the inequality gap. will be able to access facilities at the arena or use

community space w ithin the arena will depend on the
Arena Operator. At present, w e have seen no formal
plans presented for community programmes at the
arena such as discounted ticket prices or open
community space w ithin the Arena, nor are there any
contractual obligations on the operator to provide these.

The arena will create jobs in the local economy,
facilitated through the operation of the arena and the
increased number of visitors travelling to Bristol to
attend events. This increased employment and
economic activity is likely to benefit the City as a w hole.

KPMG
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Job opportunities are likely to arise in the retail and
leisure sectors requiring, in general, low skill levels.

The contractor, Buckingham, has committed to aim to
have 50% of its w orkforce from the West of England,
with 25% from Bristol!?. These will be temporary jobs
through the construction of the arena. The arena
operator has stated that it aims to recruit 20% of its

w orkforce fromthe local area'.

Furthermore, during our consultation w ith stakeholders it
w as noted that the arena could improve access to the
South of Bristol. We have been told by BCC that these
areas directly south of the Temple Island site are
relatively deprived and therefore improved access to the
City Centre and key economic zones and transport
facilities may improve quality of life for the residents in
these areas.

6 Contribution to the Strategic Economic
Pan (“SEP’) Place and Infrastructure
lever of grow th.

Commitment from the West of England LEP at the OBC
stage has raised confidence in the ability to unlock sites in
the BTQEZ and deliver key infrastructure required to
secure their development; for example the development of
the arena formed a strong part of BCC's successfulcase to
Government to facilitate the transfer of Temple Island site
into its ow nership. In turn this facilitated the purchase of the
Cattle Market Road site betw een Temple Island and
Temple Meads Station.

Investment in the arena willdrive the delivery of key
infrastructure and help unlock these sites, as wellas
others.

As commented above in strategic area 4, although there
appears to be some evidence that the Arena has played
arole in the contribution to the SEPs Pace and
Infrastructure lever of grow th previously, going forw ard
based on stakeholder views,w e consider that there are
likely to be other developments (e.g. the University of
Bristol developments and plans for Temple Meads
station) that will have a greater leverage in terms of key
infrastructure and the unlocking of sites around the
BTQEZ.

The Arena itself will contribute tow ards the place based
development of the City, however. It willalso add to
economic output in terms of Gross Value Added (GVA)
and employment both through the construction phase
and ongoing operation of the arena.

7 Support grow th and the future
development of the LEP/SEP’s priority
economic sectors.

The arena will support grow th and the development of the
creative and digital media sector in Bristol, as wellas
others and the West of England economy overall.

The Arena willfill the existing gap in Bristol's cultural
infrastructure. Culture can be an important factorin the
level of quality of life within an area, and accessto
cultural infrastructure can have wide ranging social

0 Byckingham Group Contracting (2017) Quality Commitment QuestionNo 2 Employmentand Training (revised March 2018).
1 As set out in the Draft Local Impact report compiled by Arena Island Ltd. and shared with KPMG by BCC.

kPG
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The SEP acknow ledges that the West of England has well-
embedded sector specialisms that thrive on the exceptional
quality of life that the area offers. Developing this quality of
life furtheris a critical element of the SEP, to support
delivery of the LEPs grow th targets.

The Arenawilldeliver a “cultural attraction that [is] the envy
of competitor city regions across Europe, making the West
of England the place of choice for talented, creative

w orkers and affluent visitors”, a component of the LEP's
vision for the area.

benefits’>. As a result, culture can be a factorin an
individual's or a firm's decision to live or locate in a
particular place. A strong cultural offering is likely to
make Bristol a more attractive place to live and work.

In addition, the arena will expand the corporate
hospitality offerings in Bristol, w hich may also factor into
a firm's decision to locate in Bristol.

The Arenais likely to complement the existing creative
and digital media sectors in Bristol. There will likely be
some digital and creative jobs supported in the wider
supply chain as aresult of the arena. Events at the
arena w ill require specialists fromthe creative and digital
media sectors, such as light and sound engineers.
How ever, based on evidence given to us by the Arena
Operator, there are no plans to have these roles in-
house.

In addition, through our consultation w ith Destination
Bristol it is thought that the arena willincrease the
attractiveness of the BTQEZ as a potential location for
firms, especially those in the creative and digital media
sectors. How ever, it is unlikely that the arena will be a
key factor in a firm's location decisions.

8 Maximise benefits from other public The Arena could help maximise the benefits from other
investment in infrastructure led or public-sector led infrastructure investments in the area. For
supported by the LEP. example, it is complimentary to the bridging across the

River Avon funded by the Homes and Communities Agency
(HCA®) and the LEPs Revolving Infrastructure Fund. It
also complements improvements funded by the same
through the Temple Greenw ays initiative, w hichw illopen
up the harbourside access from Temple Quay to Cattle
Market Road.

Visitors to the arena will also benefit fromthe current
investment in transport, including the electrification of the
railw ay and suburban rail and bus rapid transit schemes.

2 pepartment for Culture, Media and Sport (2016) The Culture White Paper.
B Homes and Communities Agency is now Homes England

KPMG
Document Classification - KPMG Confidentia

By regenerating the Temple Island site, the arena could
w iden the area that benefits from the public-sector led
investments identified, and therefore maximise any
associated benefits. How ever, this would also be the
case with any alternative development on the Temple
Island site.

Since the business case w as published, the
redevelopment of Temple Meads station has moved
forw ard. Netw ork Rail has been undertaking a planning
exercise for the redevelopment. These plans are going
forw ard in the absence of the arena, and therefore
cannot be directly attributed to the arena development
as a catalyst for the redevelopment of the station.
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The arena as a destination will also provide a pull to footfall
that drives improvements to the north-south connectivity on
either side of Temple Meads station, and as a result adds
further w eightto calls by the LEP for Government
investment in redeveloping the station complex.

How ever, it should be noted that any changes in the
arena plans may inform Netw ork Rail's masterplanning
for and eastern entrance to Temple Meads station,

w hichiis currently intended to link up to the arena®.

As noted in the FBC, visitors to the arena are likely to
benefit from the current investment in transport.

How ever, the extent of this benefit will depend on the
travel modes of visitors to the arena and the availability
of services around the time of events, particularly in the
late evening after performances.

9 Contribution to the vision of Bristol The Mayor of Bristol's vision for the City recognises that
become a “truly world class city”. there is a “current lack of some major facilities, most
notably a large events arena is a deficit that needs to be
overcome if Bristol is to be seen as a truly world class city”.
The vision commits to building that Temple Arena in the
BTQEZ.

The construction of the arena will also contribute to a
further mayoral objective, that of “driving the development
of the BTQEZ to create a new and vibrant place around
Temple Meads Station” by contributing directly to the
development of leisure facilities and spurring that of homes
and business space.

The vision set out in the FBC is that of the former Mayor
of Bristol. In May 2017 a new Mayor w as elected.

The arena will deliver both the old and current mayoral
vision of a major events facilities and will fill this current
gap in Bristol and the wider West of England region. It

w ill meet the BCC stated commitments of delivering an
arena and contribute tow ard the aim of keeping Bristol a
leading cultural city.

The arenais likely to help facilitate a degree of leisure
development on the adjacent sites and the BTQEZ, as
the attendees to events at the arena are likely to spend
on food and drink before and after events. How ever, the
overall catalytic impact of the arena on wider sites and
the BTQEZ is likely to be limited going forw ard and has
been diminished by withthe University of Bristol
purchasing part of the Temple Island site, because the
University’s presence will catalyse much of this benefit
w ithout the need for an Arena.

10 Contribute to the delivery of planning The AMION report states that the arena willcontribute to
policy objectives in the Bristol Core the delivery of planning policy objectives by confirming
Strategy. Bristol “as the foremost entertainment centre in the South
The 11 strategic objectives w hich make West”. It will contribute to enhancing the City’s cultural and

up the Core Strategy® are:

The Temple Island Arena has the potential to contribute
tow ards a number of the policy objectives set out in the
Bristol Core Strategy. Namely, the arena could
contribute tow ards the Strategy’s aim to grow the City

1 Network Rail (2017) Delivering a better railway fora better Britain: Network specification 2017 Western.
%5 Bristol City Council (2011) Bristol Development Framework Core Strategy.
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1. Ensuring a sustainable future for

Bristol.

Mixed, balanced and sustainable

communities.

Ambitious and sustainable grow th.

Appropriate housing provision,

Better health and w ellbeing

High quality built environment.

High quality natural environment.

Improved accessibility and

connectivity.

Effective w aste management.

0. Adapting to climate change and the
promotion of renew able energy.

11. Community involvement and
engagement.

o

O N ok ®

B2 ©

tourism offer and provide new facilities that complement
w hatis already available.

Centre, including enhancing Bristol's status as the
foremost entertainment centre in the South West.
During our discussions with the arena’s operators, it w as
noted that the Temple Island Arenais likely to open up
the market to potential attendees based in the South
West and South of England regions, w hichare currently
not serviced by a large arena. As aresult, the Arena is
likely to attract visitors from these regions and w ould
make Bristol the destination for large live events. It will
also help to retain Bristol residents spending on cultural
events in the local area as previously they would have
had to travel outside the region to attend large scale
arena events.

Further, the findings from the ERS Bristol Entertainment
Venues study, found that rather than competing w iththe
existing entertainment venues in Bristol, the Arena will
complement them and will help promote Bristol as an
entertainment centre. We have not tested the validity of
this statement follow ing the plans to redevelop Colston
Hall. How ever, the significantly larger capacity of the
proposed Arena means that they are likely to stage
different types of events and attract different artists and
audiences, at least for the major events planned.

The Arena could also contribute tow ards other Core
Strategy objectives, including mixed, balanced and
sustainable communities, by improving accessibility from
the South of Bristol to the Temple Quarter and City
Centre; and the objective for a high quality built
environment, through the regeneration of the Temple
Island site and the provision of public space surrounding
the arena.

11 Contribute to the delivery of Policy BCAP
35 — Temple Quarter Enterprise Zone.
Policy BCAP 35 states that “sites w ithin
Bristol Temple Quarter will be developed
fora wide range of uses as part of the
grow th and regeneration of the area as
an employment-led, mixed use quarter of

The arena will contribute to the delivery of Policy BCAP 35

— Temple Quarter Enterprise Zone, by providing a major
indoor arena.

The Arena willstill contribute to the delivery of Policy
BCAP 35 through the development of a major indoor
arena.

kPG
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the City Centre”™®. Included w ithin this
policy area is the development of a major
indoor arena.

Source: KPMG review of Bristol City Council (2016) Bristol Arena FuTBusiness Case

16 Bristol City Council (2015) Bristal Local Plan — Bristol Central Area Plan.
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1.2.2 Case for public sector intervention

We have assessed the extent to which the arena project warrants the allocation of public funding on

both an initial and an ongoing basis. As part of this we have reviewed the main reasons why the public
sector may intervene in a market, and how the objectives of the arena align to these.

In general, there are two main reasons why the public sector may want to intervene in a market. First
there may be a market failure, where the market does not provide an efficient solutionto a problem. In
the case of market failures, it may be that no one comes forward with a good or senice, or that the
market provides an inefficient quantity of goods or senices. Secondly, public intervention may occur
where a market is efficient but inequitable i.e. there are externalities present in the market.

The case for public sector intervention in develoying the proposed arena that has been put forward by
BCC inthe FBC is based on three main points™’:

1. ltis rare for Arena projects to be bought forward by the private sector;

2. The benefits gained from the arena will mostly be public benefits and as a result, the project is not
seen as commercially viable for private investors; and

3. The Arena will act as a catalyst for the development of the wider area. The Temple Island site, on
which the arena is proposed to be located, is a derelict brownfield site which has been vacant for
owver 15 years with little to no private interest. Therefore, there is evidence that the private sector
has not been forthcoming in delivering any developments on the site.

There is some evidence to suggest that arena projects are generally not brought forward by the
private sector. Of the three most recent arena projects® in the UK, only one has been primarily private
sector led, although it should be noted that this project was the refurbishment of the Sheffield
Motorpoint Arena, which was a comparably much smaller project than that of the Temple Island Arena
project. In all other cases, the projects have been championed and majority funded by the public
secto; and there are examples of where private sector proposals have not proceeded (e.g. the Leeds
arena).

In the case of Temple Island Arena, no private investor had previously come forward with proposals
for funding the development of an arena on the Temple Island site. Therefore, project has been led by
the public sector.

The commercial viability of the project for private sector investors is predominantly linked to the lewvels
of risk, upfront costs involved in the development and the long timeframes over which returns would
be realised. In general, arena projects require large upfront capital costs for construction and the
payoffs tend to be accrued over a long period. Given this, investors are unlikely to receive sufficient
return from such projects in the short- or medium-term and would need to risk taking a longer term
view and sink costs in the project without receiving a payback for multiple years. This can mean that
dewelopers or investors are less incentivised to invest in arena projects, particularly as other large
capital developments may require less upfront capital and have shorter payback periods, and
therefore be more attractive to a private investor seeking quicker and potential higher returns.
Generally speaking, capital investments with a very long period before a reasonable investor return is
made (usually over 15 years) are attractive to the private market only where the underlying returns are
relatively certain (hitting investment grade ratings, where formally rated by a ratings agency such as
Moody’s, S&P, Fitch) or there is a public sector counterparty sharing and mitigating some of the risk.

The development of the proposed arena at Temple Island would involve high levels of upfront
investment — estimated at £156.3m, excluding car parking cost. This represents a significant
investment that most private sector organisations would be unlikely to risk or view as commercially
viable. Given that the Arena on the Temple Island site would be developed on a derelict brownfield

*7 Bristol City Council (2016) Bristol ArenaFull Business Case.
3 |ncludes Leeds Arena in 2013, SSE Hydro Arena in Glasgowin 2013 and the refurbishment of Sheffield Motorpoint Arena in 2010.
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site, requiring remediation there is no evidence that a private sector developer would bring forward the
arena without public sector support. Indeed, it is noted that planned developments on the site and
surrounding area, such as the University of Bristol development and some developments in the
Enterprise Zone, have been backed by public sector funding. However, given the well-connected
location of the Temple Island site within the BTQEZ and its proximity to Temple Meads Station, the
site may become increasingly attractive to private investors in the future as other developments
progress. Some element of public sector intervention may still be required to develop the site for any
other purpose.

Additionally, since the FBC was submitted, a private sector led proposition for an arena in Bristol has
been brought forward by YTL. The proposition is for an arena to be constructed by YTL in the
Brabazon Hangar in Filton, Bristol.

It should be noted that any alternative proposition to deliver an arena through the private sector should
be analysed for its viability, and should consider any potential State Aid issues should there be any
public sector funding involved in the project. KPMG has not included analysis of this nature within this
study, howewer, an additional study is being carried out to assess the potential Value for Money (VM)
of an arena on the Filton site, as well as alternative uses for the Temple Island site as part of a Phase
2 report. If the Filton Arena is deliverable and shown to deliver a similar benefit cost ratio (BCR), this
private sector led proposition weakens the strategic rationale for public sector intervention of the
proposed Arena project on Temple Island site.

Investment by the public sector in cultural assets, such as arenas, often reflects the wider benefits
(positive externalities) that can be realised. These are benefits to the wider economy and society

beyond those that would be realised by private developers. Given that the social returns are broader
than the private returns this can provide a rationale for public sector intervention.

As we analyse in Section 5, the development of the proposed Arena is likely to contribute to achieving
wider benefits for the City and region including enhanced economic activity in the form of GVA and
employment, as well as some broader catalytic and social impacts.
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/. ReVIBw 0 (he commercial case for the femple
Sland Arena

2.1 Overview

KPMG has reviewed the following agreements and supporting reports relating to the development and
funding of the Arena:

1. Aecom Cost Plan: Aecom has provided BCC with cost consultancy advice since 2012, including
supporting BCC in negotiating the agreements with the shortlisted building contractors. We have
reviewed Aecom’s report from July 2017 which summarises their expectation of the costs
associated withthe arena development. Aecom hawve also provided specific analysis of various
elements of the agreement with the shortlisted contractor.

2. Aecom PCSA Target Cost Tender Report: Aecom has reviewed and commented on the
proposals from Buckingham. We have reviewed their report from January 2018, v 0.5, and highlight
relevant parts of their assessment in our report. We have also reviewed the BCC Bristol Arena
Contingency Paper V0.2.

3. Pre - Construction Services Agreement: This agreementis with BCC’s preferred contractor,
Buckingham Group Contracting Limited, and covers the period since it was hominated as the
Preferred Bidder whilst Buckingham worked toward producing a target cost for BCC. We note that
BCC hawe not entered into an agreement to develop the arena, and that therefore this is the only
signed agreement with the contractor. Should BCC proceed, we understand that they will enter into
an industry standard NEC3 contract, albeit with a number of contractual amendments to deal with
project specific factors.

4. HCA Agreement®: The proposed Arena development is expected to be built on land acquired
from the HCA. We hawe reviewed the agreement to purchase the land from the HCA from March
2015.

5. Agreement for Lease: The proposed arena will be leased to a joint venture — ‘Arena Island
Limited’ — owned by SMG Europe Holdings Ltd and Live Nation UK Ltd for an initial period of 25
years.

6. West of England LEP Offer Letter — Issued by Bath and North East Somerset Council: The

proposed arena will be funded in part by a grant from the LEP. We have reviewed the draft offer
letter, which we understand is the most recently available version available.

In addition to the documents outlined above, we have also been provided with numerous BCC internal
documents, including the Outline Business Case and Full Business Case, as well as the Amion
Consulting report, which is reviewed in Section 5.

We summarise below the key provisions of these agreements as they relate specifically to the
development and funding matters of the arena only— for the avoidance of doubt our review does not
constitute an analysis of the legal and other contractual commitments of the agreements.

®We note that the Homes and Communi ies Agency (‘HCA”)has been replaced by Homes England (“HE”). Werefer to the HCA throughout given
that the legal agreementwas signed with he HCA

kPMG
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2.2 Construction arrangements
2.2.1 Background and history

We provide a brief recap of history of the construction arrangements here for context in considering
the current position and financial offer from Buckingham.

Following approval by the BCC Cabinet, the BCC Project team ran a tender process in October 2015
for the contract to build the arena. The tender, which was weighted 80% towards quality and 20%
toward cost, saw Bouygues UK (‘Bouygues’) nominated as the preferred bidder in January 2016. BCC
and Bouygues entered into a Pre-Construction Senices Agreement (“PCSA”) in April 2016. However
the two parties were unable to agree a cost and did not proceed to Target Setting. The PCSA with
Bouygues ceased in January 2017.

Buckingham Group Contracting Ltd (‘Buckingham’) was subsequently nominated as the preferred
bidder by BCC in April 2017, and BCC entered into a Pre-Construction Senvices Agreement (‘PCSA’)
with Buckinghamin July 2017.

Aecom has provided cost consultancy senvices for BCC on this project since 2013, with its work
including providing cost plans for the Council throughout the development process. Aecom provided a
cost plan in July 2017 prior to the commencement of the PSCA process, detailing their estimate of
£149.6m for both the construction cost expected from Buckingham (£123.8m) and BCC client side
costs (£25.9m), such as BCC project team time and architect fees.

Aecom have also benchmarked the cost of delivering the Temple Island Arena against other recently
development Arena’s in the UK and found that the Temple Island Arena was in the top quartile on a
£/m2 basis, at £4,087/m2, 21.4% more thanthe UK average. This is in part driven by the high quality
specification for the design of the building, which was procured by a design competition, reflecting the
desire, as stated in the FBC, for Bristol to have an “iconic” arena. The higher than average cost also
reflects factors specific to the Temple Island location, which is a constrained site near to the River
Awon, as well as tender apathy amongst local contractors due to ongoing public debate around the
arena.

BCC entered into the PCSA with Buckingham, which took place over an initial period of 20 weeks and
was subsequently extended. The purpose of this arrangement was to arrive at a target cost with
Buckingham following its discussions with its supply chain and tendering to subcontractors. BCC
recognised that the £149.6m Aecom estimate was significantly above the approved budget for the
project, and worked together with Buckingham to identify savings and to reduce the cost of the arena
through value engineering i.e. making adjustments to the specification of the building, for example
changing the frame of the building from concrete to steel and using alternative ventilation methods.

Following the end of the 20 week PCSA period on 20 October 2017, Buckingham submitted its
proposed NEC ECC Target Cost. The Target Cost total proposed by Buckingham was £146.3m?,
which when added to BCC'’s own estimate of client side costs on completion gave a total of £172.1m,
£22.5m more than Aecom had forecast, but identified £37.7m of cost savings that they felt were
achievable if further value engineering was undertaken.

2 pCSA Target Cost Tender Reportv0 3
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Figure 4: Arena construction Target Cost and client side costs

CostEement £m
ontractor estimate
Buckingham target cost 146.3
146.3

ijai Elen! ;Ee cosis 25.8 |

Total Costto BCC 1721
Source. Aecom, KPMG analysis

BCC and Aecom undertook a review of Buckingham's proposed cost savings and undertook to work
further with Buckingham to reduce the cost estimate to within Aecom’s July 2017 estimate.
Buckingham’s offer at this point was deemed unacceptable by BCC, Aecom and KPMG.

Aecom also noted that the number of tender returns received to compile this offer from subcontractors
were lower than expected. 42% of the total value of the Target Cost offer was based on retums by
less than 3 sub-contractors per construction package.

2.2.2 Current Buckingham offer

After the Target Cost submission at the end of the 20 week PSCA, period Buckingham continued to
look at further value engineering options and the risk profile for the project, which resulted in a revised
Target Cost submission?' in November 2017. The revised Target Cost, which reflects further value
engineering work progressed by Buckingham since the end of the 20 week PCSA period, was for
£122.1m, with a further potential for £8.0m of value engineering proposals to be appraised.

We set out in Figure 5 below the changes made by Buckingham that drive the lower Target Cost offer.
Figure 5: Target Cost comparison

Target Cost Comparison

Target Cost - PSCA Offer

Steel Frame

M&E

Fit Out

Cladding

Prelims

External Works

Roofing

Groundw orks

Other and rounding differences

Revised Target Cost Offer
Source: KPMG analy Sis of Aecom report

46.2

-
N
N
-
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In Aecom’s view, these value engineering savings will not require material changes to planning
permissions or renegotiation with the operator, albeit some minor amendments to those requirements
are necessary.

The key risk within the revised offer is that there is no detailed design that matches the proposed
Target Cost of £122.1m and further design fees will be required to deliver this. We understand that
these design costs are captured as part of the £122.1m proposal, and so are not expected to be an
additional cost. There is still a risk that not all of the value engineering can be realised and the project
remains over budget. In order to reflect the residual design risk and other client side risks, BCC has
included further contingency in its estimate of the final development cost of the arena. We note
Aecom’s recommended contingencies in Figure 6 below.

Figure 6: Aecom contingency recommendations

Description Quantum

High Level Risk Rely on existing BCC risk allow ance £500k

Agree a target Cost low er than £122m and transfer some of the

Medum Level Risk contractors risk items

£4m-5m

Low level risk Adopt arisk contingency percentage on top of the target cost £6m-9m

Source: Aecom BCC BristolArena Risk Contingency Paper v0.2

Aecom’s Target Cost tender report demonstrates its confidence that the detailed design work will not
lead to additional cost, stating that “the costs associated with proposed VE changes are robust”. They
also note there may be additional value engineering opportunities to further reduce the cost.

In summary, The BCC project team’s view, supported by Aecom, is that the revised offer from
Buckingham represents an acceptable basis on which to contract, subject to further design
works and value engineering and BCC retaining appropriate levels of contingency to reflect
further design work (which isin place).

2.2.2.1 Pain/gain share mechanism

The contractual agreements with Buckingham contain a risk and gain sharing approach to the target
cost. In practice this means that BCC and Buckingham will share an agreed percentage of savings or
overruns on the final build cost compared tothe agreed Target Cost.

The sharing mechanismis set out in Figure 7 below.

Figure 7: Pain/gain share mechanism

Pain share and gain share mechanism

Share range BCC sh_are Contractor share
Less than 90% 75% 25%
Greater than or equal to 90% but less than 100% 50% 50%
Greater than or equal to 100% but less than 110% 50% 50%
Greater than or equal to 110% but less than 120% 25% 75%
Greater than or equal to 120% 0% 100%

ource: PCSA

We outline in Figure 8 below the potential pain/ gain share financial impacts based on a Target Cost of
£122.1m below:
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Figure 8: Financial impact of the pain/gain share

% of Target Cost 77.50% 87.50% 98.28% 100% 112.50% 122.50%

Final Construction Cost (£'000) 94,550 106,750 120,000 122,100 137,250 149,450

Pain/Gain Share (£'000) - 27,550 - 15,350 - 2,100 - 15,150 27,350

Buckingham (£'000) 9,913 6,863 3,550 - - 8388 - 18,300

BCC (£'000) 17,538 8,388 - 1,550 - - 6863 - 9150

Total payable to Buckingham (£'000) 104,463 113,613 123,550 122,100 128,863 131,150
'S_Rg"l%;_rource: analy sis

The lower Target Cost significantly reduces the potential pain/gain liabilities for BCC. The maximum
potential liability to BCC is £131.3m, but Aecom believes that it is unlikely the costs will exceed the
£122.1m, noting ‘the revised bid has been substantially market tested and once the project regains
traction further buying gains are expected from the supply chain.’ It should also be noted that the
Target Cost suggested by Buckingham includes £10m of contractor risk contingency, which would
need to be utilised fully before the Target Cost estimate is exceeded.

BCC has made a provision for jJjjjijin respect of additional liabilities under the pain gain mechanism,
compared to a total worst case risk exposure of £9.15m.

Taken together, the BCC contingency for pain gain mechanism liabilities and the general
contingency total jjjjjiilij; which is greaterthan Aecom’s recommended range of £4m- £5m.
Both the pain/gain share and general contingency are reflected in BCC'’s financial forecasts for the
arena, which we review in Appendix 3.

2.2.2.2 Other contractual provisions

BCC has not entered into a construction agreement with Buckingham as no decision to proceed with
the arena has been made by BCC. We note that the contract that Buckingham tendered on was a
standard form NEC 3 building contract, albeit with a small number of additional project specific
amendments.

We note, per our conversations with Aecom and BCC, that there are a number of specific
compensation events proposed in the contract relating to the site i.e. risks that reside with BCC rather
than Buckingham. These include the contamination of the River Avon and issues arising as a result of
works carried out by Network Rail. BCC'’s project and legal senices team made the decision to retain
these risks so as to pass an acceptable level of risk onto the supply chain, and to ensure value for
money in the tendering process. Given the nature of these risks, it was felt that BCC could manage
those risks better than Buckingham.

2.2.3 Buckingham credit strength

An important consideration for BCC is to ensure that Buckingham have the financial standing to
deliver the contract.

Buckingham is a medium sized UK based contractor, with over £400m in turnover, £62.6m of cash
and limited long-term borrowing (£2.0m) as at 31 December 2016 per its mostly recently audited
published accounts. The company is targeting £500m of revenues in 2018, and its annual report
identifies specific expertise in sports, leisure and civic building development. We note that the contract
to build the Arena would be one of its largest projects to date, and a high priority project for the
company.
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2.3 Operatoragreement
2.3.1 Background

BCC signed the agreement with Arena Island Limited on 8 June 2016 to operate and maintain the
arena for a period of 25 years. The commercial position has been refined and agreed but not legally
accepted and documented. BCC believes that this represents a more attractive commercial position
and one that it would be more likely to accept and this report has been written on the basis of this
revised agreement. Arena Island Limited (AIL) is a joint venture company, set up specifically torun the
Arena by two large international entertainment venue operators- SMG Europe Holdings Limited and
Live Nation (Music) UK Limited.

The contract is structured such that AlL pays BCC an annual lease payment ofm
that grows with CPl each year. As such BCC do not bear the operating risks or the commercial upside
associated with the running of the arena, and to the extent that the arena underperforms financially,

this is fully absorbed by AlL. The rental income is backed by a parent company guarantee from Live
Nation and SMG, meaning the risk to BCC is based on the covenant of these organisations.

2.3.1.1 Parent company guarantee

The parent company guarantee means that in practice, the true assessment of the risk to the AlL
income is in the strength of the covenant of the two guarantors, Live Nation and SMG.

We summarise the in Figure 10 below, the key financial metrics of Live Nation Inc, the listed parent
company of Live Nation (Music) UK Limited.

Figure 10: Key financial metrics of Live Nation Inc.

[
3

FY15(A)  FY16 (A)  FY17 (June LTM)  FY17 (F) FY18
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In summary, should the operating performance of the arena not be in line with expectation, then BCC

has structured the deal in such a way as to minimise the risk to its income, based on the credit
strength of two large multinational corporations.

2.3.1.2 Overview of commercial provisions

Figure 12: Risk rating

Description

0 Important contractual provision that requires BCC action / review and could have a material
impact on BCC's projections for the Arena.

€D Contractual provision that requires BCC follow up action or may have impact on BCC's
= projections
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contractual obligations

Mnor consideration that requires limited BCC action but should be noted as part of its

ource: analy sis

Figure 13: KPMG assessment of commercial provisions in Operator agreement

Ref

Summary

1 Changes to
building
specification

Provision

Any changes to the specification
of the arena that will impact on
the achievability of the agreed
business case, as determined by
a third party, willenable AL to
walk aw ay fromthe agreement,
unless BCC agrees appropriate
compensation.

Implication for BCC

We note that BCC and
Buckingham are seeking to
reduce the build cost through

value engineering. BCC will need

to ensure that these changes to
the building specification do not
impact on AlL’'s requirements.
Formal sign off of this condition
and revised specification from
AL should be a condition
precedent to signing any
construction contracts.

Priority

O

2 BCC liability
for
cancellation/
termination

There are various provisions in
the agreement for termination
under different circumstances.

Of particular note is that in the
event that the arena
development costexceeds
£91.0m, BCC are entitled to
‘determine the Agreement by
giving not less than 15 working
days written notice’, unless ACL
are willing to increase their
contribution by an appropriate
amount. The agreement does
not highlight any break fees in
this event.

BCC should take legal advice to
confirm that the additional
development costs, over the
£91.0m agreed in the lease, wil
enable it to terminate the
agreement without costshould it
choose to.

3 BCC
liabilities for
construction
delays

There are various provisions in
the agreement forimpact of a
construction delay.

We note that, provided that any
delays in construction are
notified to AIL more than 6
months prior to the target
handover date, then BCC are
able to postpone the handover
date to ALL.

In addition BCC must notify AlL
of any material changes to the
construction timetable.

BCC will need to update on AlL
on the progress of the
development as it progresses.

Source. KPMG anaIV SIS
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24 HCA agreement
241 Background

The HCA agreement, dated 26 March 2015, relates to the acquisition by BCC of the land to,
principally, develop the arena on for a consideration of £5.4m + VAT. The purchase was funded by a

grant from the HCA.

2.4.2 Overview of commercial provisions

Figure 14: KPMG assessment of HCA commercial provisions

Ref Provision

Summary

1 Overage Per the terms of the
agreement, overage is due to
the HCA in a number of
scenarios on value generated
from 3 specific plots of land on
the broader site, per Clause

22, including:

- Where BCC disposes
of part of the site, as
it expects to do to the
University of Bristol

- Where the Market
Value at completion
exceeds the value
BCC paid to acquire
the land and develop
on those areas.

Implication for BCC Priority

A legal requirement to pay overage is
expected to be triggered on the
parcel of land sold to the University
of Bristol. The amount due would
depend on the income that relates to
the land covered by the HCA
agreement net of costs, which
include enabling w orks such as
denmolition costs and the base value
of the land.

o

BCC has calculated that after these
costs that the amount payable will be
reduced to nil, and w e understand
that its advisors, CBRE, have

review ed and agreed withBCC's
calculation. The assumed
development costs have been
professionally scoped.

Furthermore, w e understand that
BCC has agreed withthe HCA that
the requirement to pay overage will
expire on conpletion of the sale of
land to UoB.

2 HCA Options  The HCA has various options
to buy back the Tenmple Island
site, as wellas the 3 specific

plots identified above.

We understand that the
Temple Island option expired
in March 2017. How ever the
options on some of the other
plots have not expired yet.

The HCA has an option on a parcel
of land that is being sold to the
University of Bristol, allowing them to
buy it back in 2020. This w ould
potentially impact on the sale to the
University.

We understand from BCC that the O
HCA has agreed to release its right

to buy back one of the plots, subject

to legal documentation.

We recommend BCC take further
legal advice in respect of the HCA’s
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rights in relation to all of the three
plots of land.

3 Development  Per Clause 15 no BCC propose to sell one these
Restrictions development is permitted on restricted plots to the University of
the 3 plots of land identified Bristol. We recommend BCC take
until at least 10% of the Arena  legal advice to identify how the
Build cost has been achieved. provisions of this clause impacts on
the sale of the land and the proposed
development by the University.

4 Minimum Clause 17 of the agreement Confirm that no Minimum Output
Output provides for Minimum payments are due w iththe HCA and
Payments Development Output legal advisors.

payments, of up to £5.5m, to
be paid to the HCA if BCC do
not develop sufficient floor
space, housing or create
sufficient FTEs.

BCC do not believe any
liability is due in relation to this
provision.

5 Output BCC have agreed that all BCC will need to ensure it
Reporting Development Outputs will be discharges the ongoing reporting

claimed and reported by the requirements to the HCA in respect
HCA. BCC need to provide of the development.
information to enable the HCA
to do this.
6 Main Access The agreement required the BCC should confirm that it has

Bridge w orks

HCA to complete access

w orks to the site by 31
December 2015, whichwe
understand from BC w ere not
completed until mid-2016. The
HCA w ererequired to notify
BCC by the 31 March 2016 of
the reasons for this.

received the communication from the
HCA, to ascertain w hether the HCA
is in technical breach of the
agreement.

Source: KPMG analy sis

2.5

2.5.1 Background

West of England Local Enterprise Partnership

The West of England Local Enterprise Partnership (‘The LEP’) have offered a grant to fund the Arena
based on the FBC for the Arena prepared by BCC. We understand that there is no signed grant offer

letter and that we have been provided with the most recent draft document. The grant was approved
on 9 January 2015.

KPMG
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2.5.2 Summary terms

We understand that the grant is for £53.0m plus interest, albeit the quantum and rate and calculation
methodology of the interest is not defined in the draft offer letter.

The grant is paid in line with the West of England Growth Incentive City Regional Deal Agreement for
the Operation and administration of the Economic Development Fund (‘EDF), which we have not
reviewed. BCC have informed us this agreement expires in 2039. We understand that this relates to
BCC being able to retain the business rates income growth in Bristal up until that point, and that BCC
hawe allocated a portion of those rates to the Arena project.

In practice this means an annual amount plus interest will be received from Practical Completion of the
Arena until 2039 to partially cover the debt senice costs of financing taken out to fund the
development of the Arena. We review this income stream and the risk associated with it in more detail
in Section 3.

2.5.3 Key provisions

Figure 15: KPMG assessment of the key provisions in the LEP funding agreement

Provision

Summary

Implication for BCC Priority

1 Changes to
arena
business case

Any changes that BCC wishes
to make require the approval of
the LEP, including an increase
of more than 5% in the Bigible
Costs, a change in the scale of
the project or the location of the
works and any changes to the
expected outputs fromthe
development.

We note that costs have
increased by over 5%
compared to the LEP
approved business case. BCC
will need to notify the LEP of
this change and the updated
expected outputs fromthe
development. The LEP has the
right to re-assess its offer to
BCC. We understand that BCC
are in regular contact w ith the
LEP via the Quarterly Highlight
report process.

To the extent that business rates
to not grow in line withthe EDF
forecast, the income the project
receives could be less than the
£53.0m plus interest.

If LEP income is lower than
forecast, BCC will need to pay
any shortfall to pay borrowing
costs, albeit w e understand
this is on budget

2 Business rate
growthnot in
line withBCC
projections

3 Interest rate

The Interest rate applied to the
Grant as part of the offer is not
explicit in the offer letter that we
have been provided with. BCC
Finance team has assumed a
rate of ¢.3%. We have not seen
information fromthe LEP
supporting this assumption.

To the extent that the rate of
interest paid by the LEP is

low er than the borrow ing rate
attached to Public Works Loan
Board (PWLB) loan, BCC may
have to fund the shortfall in
interest charge. BCC should
review the terms of the EDF
Agreement and clarify with the
LEP w hatthe interest rate they
have offeredto cover is.
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4 FBC Accuracy

The grant offeris based on the
description of the project as set
out in the 2014 FBC. Clause 1
requires BCC to notify the LEP
of any errors, inaccuracies or
emissions in the FBC, and the
LEP may choose to re-assess
the grant offer at its discretion.

We note that the project has
changed materially since the
FBC case in 2014. BCC
should consider w hat updates
are relevant to provide to the
LEP.

5 Draft
document
contains
numerous
blank sections

The draft offer letter is blank in

numerous places. BCC will need

to ensure its satisfaction w ith
additional provisions added in ,
including:

— Definition of eligible
expenditure

— Milestones

— Quantum of the grant

— Interest rate

— Expiry date

BCC should ensure that these
provisions are updated before
finalisation and are reflected in
the financial decision to
proceed withthe arena, in
particular the interest rate.

We also note that the LEP can
amend or withdraw the offeris
progress is behind the agreed
milestones.

Source: KPMG analy sis
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3 Review o thefinancial case for the femple
Sland Arena

3.2 Financial overview

An overview of the financial case is provided below.

— The construction cost of the arena will be met by £25.9m of capital contributions from BCC from
earmarked sources, £5.2m from net operating cash flows during the construction period
supplemented by £145.0m of PWLB borrowing.

— The PWLB borrowing will be repaid through income accruing from the arena, principally:
- £65.6m of funding provided by the LEP over 18 years (£65.6m being a principal sum of
£53.0m as well as interest costs of £12.6m associated with £53.0m of PWLB borrowing until it
is fully repaid by the LEP funding).

- Agreed annual lease payments from AlL for years 1 to 25 of the Arena’s operation.

- Car parking income, which BCC has based on projections provided by a third party
consultancy.

- Net income from the Arenathat is not currently secured for years 26 to 50 of the arena’s life.
Whilst BCC has not made any decisions regarding its strategy for monetisingthe arena in
years 26 to 50, it has assumed a capital receipt of £66m at the end of year 25 in its
projections. BCC could also elect to lease the asset to an operator over this period or run the
arena itself.

— BCC will borrow from the PWLB in tranches a part of its overall treasury management strategy,
however as a proxy its long term cost of borrowing over 50 years is roughly 2.80%.

— Before any public funding is taken into account, the arena is forecast to generate an internal rate
of return of just -0.67% owver 25 years. This highlights that significant public funding support is
needed to make the arena viable.

— After the £65.6m of LEP funding is taken into account, the internal rate of return of the arena for
BCCis 1.28%. This is still short of BCC’s long term cost of borrowing under PWLB, so the arena
requires direct funding support from BCC in addition to the LEP borrowing.

— BCC intend to provide this support through £25.9m of capital contributions towards the build cost,
which are set out in the sections that follow, as well as land contributions of £12.5m.The net return
from the arena to BCC after these contributions are made is 2.82%, being broadly in line with the
cost of borrowing under PWLB. This suggests that it is possible to structure the financing
arrangements such that the arena has no ongoing revenue cost to BCC. Over 25 years the arena
is forecast to meet principal and interest payments under PWLB and generate a net surplus of for
BCC. Most of this surplus accrues in year 25 when BCC projections show a capital receipt of
£66.0m.

— We note that the BCC financial models provided to KPMG show the PWLB loans repaid with
repayment profiles such that there is a small cash deficit from the arena in 14 years of the project.
Ultimately the borrowing strategy for the Arena will not be considered in isolation but as part of
BCC'’s wider treasury management and borrowing strategy. We conclude that it is possible for
BCC to finance the project with no requirement for ongoing revenue support — but BCC may
choose a different financing strategy to suit its wider group objectives.

kPMG
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3.3 Summary of financial forecasts

A summary of the cash flow forecasts prepared by BCC for the project are shown below in Figure 16.
The forecasts cowver the development of the arena, including historical expenditure, and its future
operations of a 25-year period, albeit the arena is expected to have a useful economic life of 50 years.
As noted in Section 2.3 BCC has an Agreement for Lease in place with respectto the first 25 years of
operation. After the expiry of the lease, BCC would have a number of options with respect to
generating income from the arena, including selling it and receiving a capital receipt, and continuing to

rent it out. BCC's projections illustrate a capital receipt in year 25 of £66.0m, which is based on the
expected future rental income stream from the arena, net of a £10m general contingency.

The construction period costs are met as is set out in Figure 16.

Figure 16: Sources and uses of funds during construction

Sources and uses £m

Sources

Capital and revenue contributions

Net operating cash flow s during construction period 52
BCC - revenue contributions 0.3
BCC - transport capital contribution 1.8
BCC -CIL 8.0
BCC - capital receipts 15.9
BCC - site opportunity cost 125
BCC borrowing

EP loan 30.0
Annuity loan 258
Maturity loans 89.2
Sources of finance 188.6%
Uses

Construction costs

BCC land contribution 125
Capital expenditure - arena 1414
BCC contingency costs [
BCC development cost recovery i
Capital expenditure - MSCP 16.2
Financing costs

Interest during construction 3.6
Uses of finance 188.6

Source. RPNG anal? SIS

A 25 year summary of the cash flows of the Arena (based on the BCC financing strategy is shown
below).

2 Totals appears to not sum correctly due to rounding differences
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Figure 17: Summary of BCC Arena project cash flow analysis

Operations
Residual

Total Construc Years 15 Years 6- Years11- Years16- Years21-

10 15 20 25 value debt

tion repayment

Operating cash flows

Operating rent
and cargam'ng 90.8 - 147 16.2 18.0 199 220 0.0
income

Asset value at 66.0

year25 - - - - - 66.0

Total operating 156.8 0.0 147 16.2 18.0 199 220 66.0
cash flows

Project capital expenditure

fementd ey ey - - - :

Project cash
flows

(10.5) (167.3) 147 16.2 18.0 199 220 66.0

Revenue and capital contributions
LEP funding 65.6 - 20.7 18.8 16.9 92 0 -
Project cash

flows after LEP 551 (167.3) 354 35.0 349 291 220 66.0
contribution

Total BCC
capital 259 259 0.0 0.0 0.0 00 0.0 00
contributions

Pre PWLB
financing cash 81.0 (141.4) 354 35.0 349 291 220 66.0
flows

Financing

PWLB interest
expense

Interestincome 56 - 01 05 11 17 22 -

Netinterest
expense (79.7)

(85.3) (3.6) (19.8) (18.1) (16.3) (14.4) (13.2) -

(3.6) (19.7) (17.5) (15.2) (12.7) (11.0) -

NetPWLBdebt 1450 1450 00 0.0 00 00 0.0 0.0
drawdown

PWLB debt

repaymentover  (55.8) - (12.1) (12.7) (13.4) (10.9) (6.8) ]
years 1-25

Residual value
repayment

Total debt
drawdown and - 145.0 (12.1) (12.7) (13.4) (10.9) (6.8) (89-2)
repayment

(89.2) - - - - - (89.2)

Transfers
(toyfrom MRP - - 4.4) (5.1) (5.8) 6.7) 7.7) 297
reserve

a:rtg:cltixgl 13 - (0.8) (0.3) 05 (1.1) (3.5 6.5

Source: BCC Projections, KPMG analysis

2 ncludes arena and car parking income, and operating costs.
*Includes car parking, con ingencies, arena build cost, other contiibutions and BCC internal costs.
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3.3.1 Operating cash flows

The principal sources of funding for the project are:

— Operator rental income: BCC has agreed a contract with AlL to receive index-linked rental
payments of S (rrice base date: September 2014) over a 25-year period once the arena
is operational, escalating with CPI at a forecast rate of 2.00% p.a. Whilst the income for the first
25 years’ is contractually agreed, the assumptions made beyond this point are less certain as no
operator agreement is currently in place. The illustrative assumption used in BCC's projections is
a capital receipt in year 25 of £66m. This reflects the capitalised value of future rental income
streams, based on rental income increasing by 1.5% per annum from year 26 to 50, net of a

£10.0m general contingency, reflecting the inherent uncertainty involved in estimating long term
cash flows such as these.

— LEP funding: This comprises revenue funding from the LEP of approx. £65.6m, based on a
principal value of £53.0m, over an 18-year period at a cost of 2.65%-3.00% p.a. from the start of
operations. The shorter term of the loan compared to the useful economic life of the asset and the
repayment profile both have the effect of providing a greater level of funding to the project in
earlier years. However, the LEP funding directly matches the debt senice of its corresponding
loan, so it does not provide any further subsidy to the project beyond lowering the external capital
requirement.

— Car parking Income: BCC has included the car parking income and costs in its projections over

a 25 year period based information provided by ch2m in a car parking study. We understand that
ch2m’s analysis is based on there being 1,250 spaces as part of the Arena development, and that
this income is additional to the existing income from car parking in Temple Quarter. Unlike with

the arena, BCC has not assumed a residual capital value in its car parking projections, given the
inherent uncertainties in forecasting long term car parking revenues.

3.3.2 Capital expenditure

BCC has estimated a total capital cost for the Arena of £172.5m, reflecting the additional
contingencies described in Section 2 and car parking development costs of £16.2m.

Figure 18: Construction costs

)
3

Construction Costs and Contingencies

Buckingham Target Cost
BCC Client Side Costs
Target Build Costs

-
N
N
-

BCC Provision for Max. Pain Share
BCC General Contingency

Total arena capital cost

Car Parking

s i i aw_ln

BCC Costs

Total Capital Cost 172.5
Source: BCC forecast, KPMG analysis

The build costs are offset by net operating cash flows during the construction period. This would give a
net build cost for BCC to finance of £167.4m.
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3.3.3 Capital and revenue contributions (BCC)

The capital requirement for the Arena is met in part through a number of contributions from BCC
towards the scheme, as set out in Figure 19 below.

Figure 19: BCC capital and revenue contributions

BCC investment summary Total
(nominal)

Description

£m
- BCC has allocated £1.8m of funding to provide the
Transport contributions (1.8) supporting transport infrastructure for the arena.
BCC has allocated £8.0m fromthis levy tow ards
meeting the cost of the project.
BCC is selling a plot of land adjacent to the proposed
Caital receipts (15.9) site to University of Bristol for £15.9m. Post-enabling
P P ) w orks, the net proceeds have been allocated to the
development of the arena.
BCC has also made direct revenue contributions of

Revenue contribution (0.3) £250k tow ards the project w hichit does not propose
to recover on financial close.

CIL contributions (8.0)

BCC investment (25.9)
Source’ KPMG analy 5is

In addition we note that BCC is providing £12.5m of land, based on a valuation from third party
advisors, to construct the Arena on.

3.3.4 Financing

BCC's forecasts show the £145.0m of long term borrowing for the Arena being met as follows:

— BCC has already raised a £19.2m maturity PWLB loan with a 50-year tenor at a cost 0f 2.21% p.a.
The proceeds from this loan will be used initially to meet project costs as they are incurred.

— BCC will raise £109.6m of short-term finance (including interest during construction) as part of its
wider treasury management strategy to meet the construction costs. It has been assumed that this

finance will cost 1.00% p.a. and interest during construction on this finance will roll-up into the debt
balance, calculated as £3.6m.

— At the end of construction, the short-term development finance will be refinanced with £109.6m of
debt provided from the PWLB through a combination of debt tranches. These comprise:

- a£70m maturity loan with a 50-year tenor at a costof 3.0% p.a.;
- a£9.6m annuity loan with a 25 year tenor at a cost of 3.0%;

- a£30m EIP loan with an 18-year tenor at a cost of 2.65% p.a. A further £16.2m is borrowed to
fund the car parking development over a 25 year period at a cost of 3.0% p.a. from PWLB on

an annuity basis.

In summary, this amounts to £145.0m of long term PWLB debt outstanding at the start of operations.
These are repaid in line with the specified repayment profiles from project cash flows.

BCC has modelled the PWLB financing assumptions for the arena on a project basis, i.e. loans ring-
fenced for the Arena. In practice we note that the borrowing requirement for the arena is only one part
of BCC’s wider borrowing requirement as one element of its overall treasury management strategy.
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Where project cash flows are insufficient to meet the level of debt senice in the BCC case, BCC
assumes that it will fund the shortfall, charging the project a national charge of 1.00%-2.00% p.a. (see
below) reflecting the cost of this short term funding, akin to an overdraft facility. This overdraft facility is
repaid from future surplus cash flows after debt senice, predominately in year 25 after the disposal
proceeds are received.

Interest on cash balances, including the MRP resene account and forecast surpluses, as well as the
short-term overdraft facility, is received and charged at a rate of 1.00% p.a. for years 1-5 of operations
and 2.00% p.a. thereafter.

3.3.5 Project affordability

As noted abowe, after taking into account the LEP funding and earmarked BCC contributions to the
capital element of the scheme, the project generates a return on investment of 2.82%, before the cost
of finance is taken into account. BCC’s long term cost of finance under PWLB, as per its financial
projections, is 2.80%, meaning that the project generates a sufficient return over time to repay
principal and interest on the PWLB loans and generate a small nominal terms surplus for BCC.

Figure 20: Cash position over the operational term of the Temple Island Arena—BCC forecasts

8.0

7.0 A

6.0 1

5.0 +

4.0

3.0 A

&
2.0 A
1.0
0.0
404
2.0 -
UG PSS S G SR N P D ® 0 b P P
@@f&ﬂ?“@q‘?“ @@@@#@@@@Q@@““Q
mmm Operator rent - AlL agreement  mmmm Car parking income mmm | EP income
Project debt service (net) Net surplus/{deficit)

Source: KPMG analy sis

The forecasts suggest a temporary affordability gap up from year 1 to year 9, and year 19 to year 24
of operations.

There is of approximately £89.2m outstanding to PWLB in year 25 when the initial operator agreement
concludes although offset against £29.7m of MRP reserves built up to that point would leave £59.5m
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of net debt. BCC'’s forecast illustrate how this would be repaid in year 25 through disposal of the asset
for £66.0m. We note that it would also be possible to lease the asset to an operator for a further period
of 25 years. BCC’s assumption in relation to rental yield — growing by | SV ogest that
the outstanding debt could be seniced over the life of the asset generating a surplus in each period,
with an average DSCR over years 26 — 50 of 1.11.

As we hawe noted, it is possible to structure the PWLB borrowing such that there is no cash deficit in
any period by changing the timing of debt repayments. This is explored further at Section 3.5, with the
revised cash flow graph shown below.

Figure 21: Cash position over the operational term of the Temple Island Arena — alternative
financing structure
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7.0 4
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3.0
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U S S S S S S S S S S S S S S S S S S S S S
m=mm Operator rent - AlL agreement = Car parking income
= | EP income Project debt service (net)

Net surplus/(deficit)
Source: KPMG analy sis

3.4 Netpresentvalues
3.41 Methodology

The affordability analysis at Section 3.3.5 focusses on the cash affordability of the Arena for BCC
within current budgetary constraints. Justbecause an investment is forecast to pay for itself does not
mean it is good value, particularly where the reason for its affordability is essentially the ability for BCC

to borrow at a rate that is significantly below that at which a commercial investor would for a project of
this risk level.

We hawe performed a range of net present value (NPV) calculations in relation to the direct financial
cash flows to BCC from the project to assess the VM case, before considerations of wider socia and
economic benefits. In doing so, we have assessed three scenarios:

1. The NPV of direct project cash flows and land opportunity cost only over 25 years before any BCC
or wider public sector funding sources and before financing provided by BCC. This represents the
value of the direct financial cash flows of the Arena to the public sector as a whole.
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2. The NPV of BCC cash flows and land opportunity cost after LEP contribution. This represents the
value to BCC of the investment, noting that the LEP will be bearing some of the project costs.

3. The NPV of BCC cash flows after capital contributions: This includes LEP funding and il of
BCC capital contributions (including the land for the Arena), but before PWLB financing costs. This
represents the value of any net cash surpluses, notingthat BCC has already made commitments

to some of the capital funding, such as through capital receipts from site disposals and an
allocation of development levies towards the project.

For each of these scenarios, we have used three different discount rates:

1. The long-term cost of borrowing under PWLB. This provides a measure of the affordability of the
scheme, as BCC has access to long-term borrowing at this rate. Based on recent PWLB pricing,
we have used a long-term PWLB rate of 2.80%, representing a margin of 80 bps over gilts.

2. A proxy of the market rate that we consider applicable to an investment of this risk profile, noting
that a commercial investor would require a rate of return significantly higher than the PWLB rate in
order to undertake a project of this risk. We refer to this as the project-specific rate. This is a better
measure of the underlying value or subsidy provided to the project once the risk level of the project
is taken into account.

3. The rate suggested by the HM Treasury Green Book of 3.50% (real), which equates to a nominal
rate of approx. 5.57% given the 2.00% p.a. inflation assumption made in the BCC financial
forecasts. This is a slightly lower retumn threshold that our estimate of the project-specific rate and
is shown for completeness.

3.4.2 Results

The results of the NPV calculations for the direct financial cash flows to BCC are shown below (Figure
22).

Figure 22: NPV summary — BCC base case

NPV of projectcashflows (base case) HM Treasury

Project IRR Project Green Book

Direct project cash flows (0.67)% (79.5) (103.1) (100.8)
BCC cash flows (after LEP contributions) 1.28% (34.4) (73.4) (68.8)
2.82% 0.40 42.1) (36.9)

The key observations from these results is that the project without any public sector contributions has
a negative NPV. At the project specific rate (in our view the best measure of the total value of public
funding support), the NPV is negative £103.1m. This is the value of the subsidy, whether direct or
indirect, which would need to be provided in order to deliver the project. A high level of public funding
support is expected based on precedent for Arena projects and this needs to be considered against
the wider social and economic benefits of the projects (see Section 4).

4G
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3.4.3 Sunk costs

The sunk costs (costs already incurred) relating to the project are estimated to amount to £12.2m up
to FY18. Should BCC take the decision not to proceed with the project, these costs will not be
recovered.

An appraisal of the affordability and value for money of the scheme as a whole is useful and it is an
appropriate measure of whether the project should have been undertaken. However, at the point of
deciding as to whether to proceed further or not, sunk costs incurred historically should be excluded

and only costs impacted by the decision considered. We re-state the results of the NPV calculations
below, excluding these sunk costs.

Figure 23: NPV summary — BCC base case (excluding sunk costs)

NPV of projectcashflows (excl. sunk costs)

. . HM Treasury
Project IRR Project Green Book

Direct Project cash flows (0.33)% (67.3)

BCC cash flows (after LEP contributions) 1.74% (22.2)
BCC cash flowsafter capital contributions 3.50% 12.6

3.5 Reviewof BCC projections
3.5.1 Project affordability risks

We outline the material risks to BCC'’s projections below (Figure 24).

Figure 24: Risk assessment of BCC projections

Description

Cattle Market  BCC plans to allocate the sale Reduced income fromsale
Road income proceeds of £15.9m from Cattle proceeds will require further
Market Road to the Arena project. borrow ing to cover the shortfall
There is arisk that these proceeds in funding. O

are low er than expected, as:
Further work

A delay in receiving that suggested to
— The sale proceeds received income could also lead to assess the risk of
depend on the size of the additional financing being cost overruns and
development thatis granted required. timing of receipt.

planning permission.
This would increase the
— BCC also needs to carry out subsidy that the BCC w ould
contractual works, such as need to fund on an ongoing
demolishing the old post office basis.
site. There are specific
challenges associated with that
land w hich w e understand BCC
are review ing w ith specialists in
due course. As a result there
could be additional costs.

— The HCA has an option on part
of the land being sold to the
University of Bristol. If that
option w as exercisedit could
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potentially reduce or prevent the
sale to the University.

— The impact of these factors
could reduce the income
received by BCC.

— In addition the sale could also
be delayed by complications
with the site.

Operator
income

We also note that BCC has assumed
a capital value of £66m after the
expiry of the lease. BCC has derived
its capital value from an assumed
grow thin rental income from the
Arena betw een years 26 and 50 of
1.5%, net of £10m contingency.

A failure to sign an operator
agreement after the 25 year
contract ends or a contract on
different terms to that agreed
to date willreduce the income
available to repay or service
debt, requiring a BCC subsidy.

Given the LEP income ceases
before the Operator
agreement ends, this is the
only income BCC have to
cover financing costs.

O

Whilst the Arena
w ill have value
beyond the life of
the 25 year AlL
agreement, the
challenge of
accurately
forecasting a
capital value for
an Arenain 25
years results in a
risk of subsidy to
repay the debt
associated with
the Arena, should
the capital value
not be in line with
forecast.

LEP income

The LEP income is the major source
of funding for the project.

A shortfall in business rate income to
BCC over the 22 year period could
reduce the amount of funding
available fromthe LEP to fund the
development.

The most recent version of the LEP
offer letter does not specify an
interest rate nor the capital amount
that it is based on.

A shortfall in LEP income for
either of these reasons w ould
require additional subsidy from
BCC to cover the debt service
costs.

©

We have not
review ed the
business rate
income
projections, but
note that inherent
challenge for
forecasting tax
income over a 22
year period brings
a degree of
uncertainty to the
forecast. We
understand that
this income
stream is
performing in line
w ith budget at
present.

KPMG
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CIL income £8.0m of Community Infrastructure A shortfall in CIL income wil e

Levy (CIL) Income has been create a funding shortfall for

allocated to the Arena project. the Arena, requiring additional BCC confirmed as
income. at May 2018 CIL

There is arisk that if BCC's CIL incomes are on

income is notin line with forecast, More realistically, CIL income budget and on

that there is a shortfall forthe Arena.  may take longer to be track

received, meaning that the
£8.0m comes in a few months
later than forecast.

CPI growth The Operator Rental payments are CPl growthof less than 2.0% e
linked to CPl, and BCC have would lead to a revenue
assumed arate of 2.0% p.a over the  shortfall, requiring BCC to A 2.0%
25 year lease period. provide additional subsidy to assumption is in

service debt costs.

line market
forecasts, albeit
CH growthof greater than current CHl is
2.0% would generate 2.4%, suggesting
increased operator revenue. there may be
some upside
Operator Operator rental payments may not be A failure to receive operator e
creditrisk received if the Arena fails and Live rental income w ould require
Nation and SMG Europe fail. BCC to provide a subsidy to Given the size of

cover debt repayment costs. the tw o operators

w ho have offered
a a parent
company
guarentee, this
risk is considered
low . Furthemore
the asset would
still have some
residual value .e.g
forBCC to
operate.

Source: KPMG analy sis

3.5.2 Cost and construction risks

Figure 25: KPMG assessment of cost and construction risks

Risk rating

Cost BCC has estimated the Additional liabilities of up to £9.15m more than
overruns base construction cost to BCC's estimate of £122.1m could be payable in
beyond deliver the scheme of the worst case scenario under the pain/gain
target cost £122.1m. sharing approach.

estimate

BCC has made a provision for i in respect
of its pain gain mechanism liabilites, and a
general contingency of il during
construction, w hich taken together is greater
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BCC's maximum risk than Aecom's recommended range of £4m-

exposure under the £5m. This is in addition to the £10m of

contract is £131.3m. contingency included in the Target Cost
estimate and the £10m lifecycle contingency in
the financial model.

Aecom believes the Arena is deliverable within
the Target Cost of £122.1m, but further design
workis required to confirm the value
engineering cost savings.

Additional There is a risk that BCC Additional liabilities to the HCA would increase
Cost- HCA has to pay overage to the  the borrow ing requirement for the Arena.
overage HCA as part of its
costs agreement to sell part of We understand that BCC have agreed with the
the site to the University HCA that the overage requirement betw een O

of Br_|stol. BCC have not HCA and BCC is discharged at the date of

_prowd_ed fqr any overage completion betw een BCC and the UoB and that

in their projections. this is subject to ongoing legal discussions
betw een the relevant parties.

Source: KPMG analy sis
3.5.3 Project cost reduction: alternative approaches

Although beyond the scope of this report, we note that BCC are considering a number of alternative
approaches to reducing the cost of the Arena. These include reviewing certain design features of the

Arena and lowering the specification requirements or improving engineering efficiency to lower costs
for the current configuration.

If BCC would like to explore these options further, it should also consider any impact on the availability
and terms of project funding sources which have been agreed to date, such as the LEP funding.

3.5.4 Additional sources of funding

We understand from the project team that there are potential sources of additional funding available to
the Arena, including:

— additional CIL funding;

— funding for the Southern Access/ A4 element of the build, including W est of England Combined
Authority (WECA) Early Investment Opportunities Fund; and

— RIF funding.

It is not possible to assess the likelihood or quantum of these funds, and note that putting the Arena
forward for certain funding opportunities would likely involve prioritising it over other projects. We
recommend BCC continues to explore all further avenues to access funding for the Arena.

3.6 Reviewof BCCproposedfinancing structure

We have provided below some preliminary observations on the financing strategy adopted in the
forecasts for the project prepared by BCC. We hawve also noted areas in which the financing structure
for the project may be able to be optimised further.

kPMG
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3.6.1 BCC financing strategy

Repayment profile: The repayment of the project debt (excluding the LEP tranche) is based on an
annuity profile, including transfers to the MRP reserve account for the maturity loan. This requires a
fixed level of debt senice (hominal).

This is not aligned to the index-linked profile of the operator rent, giving rise to the temporary deficit
during operations. Sculpting the repayment of debt to match the profile of the project cash flows would
eliminate the requirement for an overdraft to maintain liquidity. This can be done by drawing a series
of PWLB maturity loans to match the sculpted repayment profile or raising private finance with greater
flexibility to specify a custom repayment profile.

MRP reserving: There is a cost of carry of approximately 0.21% - 1.00% p.a. (long-term) to retaining
cash inthe MRP resene account instead of paying down the corresponding loan. This is financially
inefficient and BCC may consider refinancing the maturity loan for debt with a more suitable
repayment profile.

Interest rate risk and refinancing risk: The short-term finance during construction to minimise
financing costs adds risk to the project forecasts by not locking in the long-term financing solution at
financial close.

For example, changes to the PWLB regime may prevent BCC from refinancing at the end of
construction (if not pre-booked) or interest rate rises over the construction period may increase
financing costs from forecast. Given the operator revenues will be secure at financial close, BCC
should consider entering into long term debt arrangements at this point rather than risk interest rate
exposure during construction. We agree with BCC that interest rate exposure needs to be managed at
a BCC lewvel and not on a project specific basis.

We understand that the project is an investment within the wider investment portfolio and treasury

management strategy for BCC. However, the ability to structure the project as an independent
income-generating scheme without undue support from BCC should be considered.

3.7 Sensitivity analysis

We have sensitised the NPV of project cash flows after all BCC contributions with respect to key
financial risks identified above (see Section 3.5) as well as quantifiable upside opportunities covered
below. This analysis has been performed to indicate the extent to which the value for money case for

the project is altered if key downside risks or upside opportunities not captured within the base case
materialise.

The results of the sensitivity analysis are presented in Figure 26 below.
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Figure 26: Key financial risks to the Arena project retums

NPV of project cash flows -sensitivities Net surplus X NPV (HM
£m (nominal) e Treasury)
Base case

Project - BCC contributions 13 (42.1) (36.9)
Downside sensitivities

B == = =
(2) Arena construction costs + 20% on re-tender (33.0) (65.0) (60.3)
(3) LEP income -10% (7.8) (45.1) (40.1)
(4) Site disposal proceeds -£5m (4.7) (46.0) (40.9)
(5) Arena residual value -10% (5.3) (43.2) (38.2)
(6) Long-term borrow ing costs + 0.50% (17.6) (45.6) (36.9)
(7) Inflation -0.50% (3.8) (43.2) (38.2)
Upside sensitivities

(9) Arena construction cost - £8m further VE achieved 11.0 (35.6) (30.2)
. L . N
(11) Arena residual value +10% 8.0 (41.0) (35.6)
] [ i .

Source. KPMG anal? SIS

Given the nominal terms surplus of just £1.3m, small changes against BCC’s assumptions have the
potential to create an operating deficit and a requirement for further subsidy from the Council.

Some key observations from the sensitivity analysis are outlined below:

— If the contingencies applied by BCC are not required, in line with Aecom’s expectation, then that
drives the biggest positive impact on the Arena financial position and would enable it to withstand
a number of the key project risks.

— Given the significant borrowing requirement of £145.0m from PWLB, small changes to BCC
borrowing rates could leave the Council with a requirement to provide additional funding to the
Arena.

[
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4 Review of theeconomic case for the Temple
Sland Arena

As part of the scope of this report we have reviewed the economic case for the Arena on the Temple

Island site as presented by AMION Consulting (‘“AMION”). Where relevant we have updated the
analysis presented by AMION to provide a revised estimate of the economic impacts.

Our assessment includes a review of the estimation of the GVA and employment impacts generated
through the construction and operational phases of the Arena, a review of the evidence in relation to
the wider impacts that could be realised in terms of catalysed development going forward and a review
of the evidence in relation to any social impacts that may be realised through any commitments given
by the Arena Operator and developer.

4.1 KPMGreview ofthe 2016 economic case for the Arena

4.11 Summary of the 2016 economic case

In 2013 BCC commissioned AMION to undertake an interim study to assess the potential economic

impact of the proposed Arena. This considered the impacts in terms of capital expenditure, GVA,
employment and key fiscal impacts associated with the uplift in business rates.

As part of the development of the Full Business Case for the arena project for submission to the West
of England LEP in 2016, an updated economic impact assessment was produced by AMION.

The AMION 2016 economic assessment, analysed the directimpact of the arena in terms of the
developments in three locations:

1. the Arenaitself;
2. the wider Temple Island site; and
3. adjacent sites in the BTQEZ where development may be catalysed as a result of the Arena.

In addition, the AMION report also considered the indirect impact that the Arena would have on Bristol
and the wider South West region in terms of the wider supply chain and visitor expenditure.

The economic impacts that have been quantified in the AMION report arise as a result of the inputs
associated withthe Temple Island Arena development. The assumed inputs included within the
AMION report are summarised in Section 4.1.2.
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Figure 27: Summary of inputs associated with the Arena and BTQEZ site®

Temple Island site BTQEZ

Arena Wider Temple Island Catalysed
site development on
adjacent sites
12,000 seat arena Development of 9,600
covering 24,400 sqm sq m of floorspace for Development of 60,700
of floorspace commercial use sq m of floorspace for
mixed retail and office
80 housing units space development

Bristol and the wider South West region

Supply chain expenditure from the operation of the Arena
Expenditure of ¢.600,000 visitors per year

Source: KPMG rev iew of AMION Consulting (2016) Bristol Arena —Economic Appraisal — Revised Draft

Figure 28 summarises the results of the analysis of the economic impacts of the Arena project,
detailed in the 2016 AMION report.

Figure 28: Estimates of the employment and GVA impacts from the Temple Island Arena,
AMION 2016

Wider Temple
PVCHERY Island Adjacent sites
development (BTQEZ)
Construction Gross temporary
phase construction employment 88 25 111
impacts (FTEs)
Net additional construction 42 0 0
employment (FTEs)
Net additional GVA per year £38.8m £2.5m £2.1m
~ Operational Gross direct employment 160 0 0
phase Gross indirect employment 857 625 3,747
impacts Total gross employment 1,017 625 3,747
Total net additional
employment 548 % 0
Net additional, GVA £298.3m £135.2m £143.3m

(discounted)® per year

Source: AMION Consul ing (2076) Bristol Arena —Economic Appraisal — Revised Drait

The underlying assumptions and methodology that were used to estimate the employment and GVA
impact are set out in detail in Section 4.1.3.

2t should be noted that the 60,700 sqm of floarspace iden ified within in the BTQEZ as having the potentid to be catalysed by the Arena, is
located on sites adjacent to the Temple Island site and does not cover the whole of the BTQEZ, which spans over 100 hectares.
3 Accumulated overa 25 y ear period and discounted at 3.5% in accordance with HM Treasury guidelines
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Using these estimated economic impacts and a cost estimate for the Arena of £98.9m, AMION
estimated the BCR for the Temple Island Arena project

Figure 29 sets out the BCR and the net present value (NPV) presented in the 2016 AMION report.

Figure 29: Benefits, costs and BCR assessment over 25 years, AMION 2016

Total Arena and wider

Temple Island Arena development

Benefits Net' discounted GVA —

construction phase £53.1m £136.5m
Net discounted GVA —
operational phase £298.3m £576.8m
Business rates £3.1m £16.3m
Total benefits £360.5m £729.6m
Costs Total capital costs £94.8m £94.8m
BCR 3.8:1 7.71
NPV of the Temple
Island Arena £265.7m £634.8m
scheme
Source: AMION Consuling (2016) Bristol Arena —Economic Appraisal — Revised Drait

It should be noted that the assessment of the BCR abowve does not take full account of the additionality
of the project. Specifically it does not factor in the deadweight of the project, i.e. what would happen if
the Temple Island Arena is not brought forward on the Temple Island site.

In order to assess this, the estimated benefits were compared by AMION to a reference case based
on the development on the site it was thought would occur if the Arena was not brought forward. This
reference case was developed by AMION based on a BCC commissioned land evaluation study. It
assumed that, in the absence of an Arena, the Temple Island site would be developed for commercial
and residential uses and developments on the BTQEZ would also be bought forward. These would be
brought forward over a longer time period (from 2021 onwards) than if the Arena were to be
developed.

Deducting the estimated impacts of the developments assumed in the reference case, AMION
estimated that the net additional GVA (in NPV terms over 25 years) of the Arena would be £72.5m,

yielding a BCR of 1.8:1. Factoring in the wider developments, the net additional GVA would be
£227.5m, yieldinga BCR of 3.4:1.

4.1.2 Review of the key inputs into the 2016 AMION economic impact
assessment

In the time period since the 2016 economic impact assessment was conducted by AMION, there have
been a number of developments affecting the Temple Island site and wider BTQEZ These affect the
outputs assumed in the AMION economic assessment. In particular:

— Wider Temple Island site: The University of Bristol has purchased 19,158 sq m of the Temple
Island site (i.e. the remaining site that would not be use for the Arena development). This is now
being brought forward for development.

— Adjacent sitesin the BTQEZ: The former Post Office sorting depot site has been purchased by
the University of Bristol. This accounts for 11,250 sq m of the 60,700 sq m of the commercial
floorspace available on adjacent sites in the BTQEZ. This is also being brought forward for
development.

Z The net impacts presented in the AMION report do not take into account he deadweight of the Bristol Temple project and therefore should not
be considered as true net figures.
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4.1.3 Review of the key assumptions and approach adopted in the AMION
economic impact assessment

We have reviewed in detail the key assumptions and approach adopted by AMION to estimate the
impacts and value for money in the economic impact assessment conducted (by AMION) in 2016.
This includes considering the relevance of the assumptions given changes that have taken place since
the assessment was prepared.

The findings of our review are detailed in Figure 30.
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Figure 30: Review of the key assumptions and approach adopted by AMION

Area Assumptions/approaches used in AMION report
Construction phase

Arenaimpacts

Total events Not applicable.

Operational phase

AMION indicates that estimates forthe total

number of events per year w ere provided by

the operator:

—96 events in year 1 of operation.

—107 events in year 2 of operation.

— 122 events per year fromyear 3 of operation
onw ards.

KPMG appraisal

We have consulted w ith the operator and the
estimates used by AMION remain valid.

Visitors Not applicable. AMON Tindicates that esfimates for the tofal We have consulted with the operator and the
number of attendees at events per year were estimates used by AMION remain valid.
provided by the operator. These w ere based on
the number and type of events that are
expected to be held each year.
Visitor Not applicable. Visitor expenditure w as estimated by AMION Given the lack of detail available in the AMION
expenditure based on a benchmarking against average report it is not possible to review the assumptions
expenditure data available from VisitBritain used. How ever, w e consider the following
through its domestic tourism survey. assumptions appropriate:
Visitor expenditure w as estimated separately —88% of attendees willbe day visitors and the
for those attendees expected to stay overnight remaining 12% of attendees will stay overnight
compared to day visitors. How ever, the AMION (based on VisitBritain data on the number of
report does not explicitly state the breakdow n of domestic tourism day and overnight trips to
day and staying visitors or the average Bristol).
expenditure per visitor that has been used. — Average spend of day attendees will range
from £39.14 to £44.32 depending on the type
of event that visitors are attending28 (based on
Destination Bristol data on average spend per
trip for Bristol and VisitBritain data on average
spend per trip by purpose for the South West).
— Average spend for attendees staying overnight
will be £164.74 (based on Destination Bristol
_ data on average spend per trip for Bristol).
Multiplier Scottish multipliers w ere used to estimate the AMION has used Scottish multipliers to Updated multiplier figures have been published
effects indirect and induced impacts for both the arena  estimate the indirect and induced impacts for by the Office for National Statistics (ONS) and the

and the wider development.

both the arena and the wider development.

Scottish Government since the AMION analysis

ZForthose attending a concertthe average spend used is £44 52 per frip, for those attending a live sports eventit is £47 92 per trip and for those attending a public event such as a festial, exhibi ion or conference, the

average day spendused is £39.14.
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was conducted. The updated employment

Muiltipliers of 1.6 and 1.5 were used for For the arena the follow ing multipliers were nultipliers are as follows:

construction activities and professional service  applied: Construction activities: 1.9%

activities respectively. The nultipliers werealso —Direct employment: 1.5 Professional service activities: 1.6%

adjusted to a sub-regional level based on —Indirect (off-site) employment: 1.4

guidance published by the Department For the operation of the arena, w e consider it

Business, Energy, Innovation and Skills2 For the wider development the multipliers appropriate to use multipliers relating to SIC code

(BEIS). applied were: 81. As a result the follow ing multipliers have been
— Office: 1.4 applied in KPMG's revised economic analysis:
—Retail and leisure: 1.4 — Direct employment:1.2

—Indirect (off-site) employment: 1.3

For the wider development the indirect muitipliers
for Retail and Food and Beverage service
activities in KPMG's economic analysis are:3

— UK indirect:1.49

— Scottish Government Type I: 1.20

— Scottish Government Type Il 1.45

Assessmentof additionality

Deadw eig Based on a land evaluation study commissioned AMION assumed tha e arena developmen e scope of our workdoes not include an

(the reference by BCC, AMION assumed that if the arena did not come forw ard the Tenple Island site assessment of the viability of alternative

case) development did not come forw ard the Temple would instead be developed for mixed developments on the Tenmple Island site. We
Island site would instead be developed for commercial and residential use. These note that a significant amount of time has
mixed commercial and residential use. AMION developments would generate enployment and  elapsed since the commissioning of the land
anticipated that the construction of these GVA in the period from 2024 onw ards. evaluation study and wider changes will have
developments would come forward over a impacted the development potential of the site
relatively extended period (from 2024 onw ards). (including, the University of Bristol's planned

developments and the station redevelopment).
The potential for alternative and associated
developments if the arena w ereto not go ahead
on the Tenple Island site (the reference case),
and any associated economic impact should be
assessed. This represents the opportunity cost
of proceeding withthe arena on the site. KPMG
has undertaken this assessment in our Phase 2
report.

2 Formally the Department for Business, Innovation and Skills (BIS)
SIC code 41: Construction of buildings.
SIC code 71: Architectural and engineering activities; technical tes ing and analysis.
*Based on the av erage of themul ipliers for SIC codes 47 and 56.

M Document Classification - KPMG Confidential 49



Leakage

The rate of leakage of economic impacts out of
West of England used by AMION w as based on
travel to workdata taken fromthe 2001 and
2011 census data. The analysis assumes
leakage rates of 10% and 12% for the
construction sector and professional services
sector respectively.

Based on travelto workdata fromthe 2011
census, for the impacts associated w ith the
arena a leakage rate of 6.9% w as applied by
AMION to direct employment and 7.1% for
indirect employment.

For the impacts associated w ith w ider
development, a leakage rate of 11.6% was
assumed by AMION for office developments and
arate of 7.7% was assumed for retail and
leisure developments.

Construction phase

Construction activity for the arena willbe
undertaken in Bristol. As aresult w e expect that
the majority of direct economic impacts, willbe
retained in Bristol and the West of England.
How ever, w e note that contractor Buckingham is
based outside of the West of England and
therefore if some activity in relation to the
construction may take place at the headquarter
site. We would assume that there will be a low
level of leakages.

The UK Government Additionality Guide3?
provides guidance on levels of leakage. The
additionality guide provides a low rate of
leakage of 10%.

Operational phase

Given that the arena is in Bristol all direct
impacts associated withits operation will be
generated in Bristol as this is w here the activity
takes place, irrespective of the home
geographic location of the employees.

There willbe leakage of indirect impacts,

how ever, given that suppliers to the arena are
likely to be based across the UK (and potentially
internationally). How ever, these leakages are
not associated w ith the travel to workdistance
of direct employees of the arena but dependent
on the geographic location of suppliers.

The level of leakage outside of the UK economy
can be captured in the analysis through the use
of UK economy economic multipliers (w hich

3 English Partnerships (2008) Additionality Guide: A standard approach to assessing the additionalimpact of interven ions.
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take account of imports). To capture leakages
outside of Bristol, it is appropriate to use
regional economic multipliers. These can be
based on location quotient analysis.
Alternatively, the UK Government Additionality
Guide® provides guidance on levels of leakage.
A low to medium level of leakage (w hichmay be
considered reasonable forthe Arena) assumes
leakages of between 10% and 25%. The
midpoint of 17.5% could be used as a
conservative estimate of leakage.

Displacement

A displacement rate of 10% w as used by
AMION, w hich suggests relatively low levels of
displacement.

For the wider development on the Temple Island
and BTQEZ sites, AMION assumed that there
are relatively long time periods over w hich
construction activity is expected to take place
and therefore relatively low levels of
displacement from other major construction
projects across the West of England and the
UK.

The AMION report indicates that displacement
levels were derived from the ERS Research and
Consultancy report ‘Bristol Entertainment
Venues Study’. How ever, the approach used to
derive the rates assumed is unclear.

For the arena development displacement rates
of 5% for direct employment and 20% for
indirect (off-site) employment w ere used.

For the wider development, a displacement rate
of 50% for both office and retail and leisure
developments w ere applied in the analysis

The ERS study suggests that other venues in
Bristol did not anticipate significant competition
from the arena in terms of booking acts and
pulling aw ay audiences. It w as reported that this
is because the arena and existing venues will, in
general, accommodate of different segments of
the events market, withthe arena likely to book
larger acts in comparison to the existing Bristol
venues.

This view w as confirmed in our interview w ith
the Arena Operator. It w as stated that the main
competitors for the Temple Island Arena w ould
be other large UK Arenas, in particular those in
Cardiff, Birmingham and London. It was
considered that the Temple Island Arena wil
unlock the market in the South West of England,
for example Devon and Cornw all, w hich are
currently not served by a large local arena. The
catchment area for audiences would likely cover
a wide area around Bristol, extending to the
South West and West of England.

Overall this suggests low levels of displacement
for the arena in operational phases, in line with
AMION's assumed levels. This may be
conservative, how ever, given that economic
impact assessments conducted for other events

3 English Partnerships (2008) Additionality Guide: A standard approach to assessing the additionalimpact of interventions.
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suggest similar if not low er levels of
displacement for the indirect impacts®.

For the wider development catalysed, we have
assumed a displacement rate of 50%. The
developments that BCC considers will be
catalysed are retail and leisure developments.
As a result, there is likely to be a degree of
displacement of economic activity from other
retail and leisure businesses w ithin the region.
We have therefore applied a medium
displacement factor, sourced from English
Partnerships (2008) Additionality Guide: A
standard approach to assessing the additional
impact of interventions.

Wider regeneration

Wider Arena Not applicable. It was assumed that in addition to the direct The University of Bristol has purchased 19,158 sq
impacts impacts generated through the arena, the arena m of the Temple Island site (i.e. the remaining site
would catalyse the development of 9,600 sqm  that would not be use for the arena development).
of commercial floorspace, and the building of Therefore, an output of the arena will not be wider
80 housing units on the wider Temple Island development of 9,600 sq m of commercial
site. floorspace or 80 housing units on the wider

Temple Island site as assumed in the AMION
report. We have set out our appraisal of the wider
developments in detail in Sections 4.2.3 and 4.2.4

below .

Adjacent sites Not applicable. The AMION report identified a number of sites The former Post Office sorting depot site has
adjacent to the Temple Island site where been purchased by the University of Bristol. This
development could also be catalysed as a accounts for 11,250 sq m of the 60,700 sq m of
result of the construction of the arena. Overall, the commercial floorspace available on adjacent
these adjacent sites consist of 60,700 sq m of sites in the BTQEZ. Therefore, an output of the
commercial floorspace, of whichit was arena will not be the development of the Post
assumed that 52,780 would be brought forward Office sorting depot site. Developments may be
as aresult of the arena. catalysed by the arena on the wider site. Our

assumptions in relation to this are set out in detail
in Section 4.2.3.

*®|n KPMG (2017) Colston Hall economic impact assessment and KPMG (2016) Great Britain: Flying High. Economic impact study of Land Rover BAR and the Louis Vuitton America’s Cup World Series Portsmouth 2016,
the reported lev els of displacement for offsite visitar spending were 16% and 11% respectively.
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GVA per
employee

GVA per employee figures used in AMION's
analysis were based on data fromthe ONS.
Specifically, forthe construction phase, GVA
per employee of £62,500 and £70,000 for the
construction sector and professional services
sector respectively w ere used in the analysis.

Figures werediscounted at 3.5%.

For the operational phase of the project, GVA

per employee for the Temple Island Arena w as

assumed by AMION to be:

— £45,000.for the arts, entertainment and
recreation sector.

—£25,000 for retail and accommodation and
food service sectors.

For the wider development, the following GVA

per employee figures w ere used:

—£68,500 for office developments (based on a
composite of office based sectors®%).

— £25,000 for leisure developments.

An alternative approach to assessing the GVA
impacts, based on financial projections available
for the arena, may produce a more accurate
assessment of the GVA impacts.

Construction phase

Data is available relating to the estimated
construction costs of the arena. Based on the
ratio of output to GVA for the relevant sector this
can be used to derive GVA estimates and then
employment estimates based on the GVA per
employee figures available from the ONS for the
relevant sectors. The relevant GVA per employee
figures are:

— £76,640 for construction®’

— £52,906 for architectural and engineering®®

These figures are relevant for the year 2014 and
therefore differ from the figures applied by AMION
w hichw ere an average of data from 2008 to
2012.

Operational phase

Financial projections are available fromthe
operator relating to the operation of the arena.
These data can be used to estimate the direct
GVA of the arena w hen operational.

The financial projections also contain information
on the expected supply chain costs. Supply chain
costs can be converted into GVA estimates by
applying the ONS GVA to output ratios for the
relevant sectors. Indirect and induced effects can
consequently be estimated by applying the
relevant multipliers for the sector of activity.

Once GVA to output ratios have been applied,
employment impacts can be estimated by dividing
GVA by the appropriate GVA per employee
figures. Indirect and induced employment effects

% Based on 2007 SIC sections J,K, L, Mand N.
S"Based on SIC code 41: Construction of buildings

% Based on SIC code 71: Architectural and engineering activities: technical testing and analysis.
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are estimated by applying the relevant sector
employment multipliers.

Wider developments

The GVA per employee figures used by AMION in
the estimation of wider impacts have been
updated by the ONS.

The updated GVA per employee figure for retail
and food and beverage service activities is
£36,145%,

Employment Not applicable. Employment densities, sourced from the

densities HCA%, were used by AMION to estimate the
potential levels of employment generated as a
result of developments on the Temple Island
and BTQEZ sites.

The follow ing employment densities w ere used:

— Office: 12 sg m per FTE
— Retail and food and beverage: 19 sq m per

The HCA has updated the employment density
figures that w ere used by AMION. Therefore, the
updated figures are*.

Office: 10to 13 sq m per FTE

Retail and food and beverage: 15 to 20 sq m per
FTE

FTE
Occupancy Not applicable. AMION assumed a 95% occupancy rate for Evidence to support the assumed occupancy rate
rates w ider developments in the BTQEZ. The report is required.
does not contain evidence to support this
assumption. Data from the West of England Combined

Authority indicates that there w as a Bristol wide
retail vacancy rate of 6.7% as of July 2017%2. This
equates to an occupancy rate of 93.3%.

Source: KPMG review of AMION consuling (2016) Bristol Arena —Economic Appraisal — Revised Draft

% Based on av erage of SIC codes 47 and 56.

“Home and Communi ies Agency (2010) Employment Densties Guide, 2™ Edition.

“ Home and Communi ies Agency (2015) HCA Employment Density Guide, 3" Edition.

“2\West of England Combine Autharity (2017) West of England Quartery Economic Bulletin: July 2017.
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4.2 KPMG’srevisedeconomicimpactassessment

Based on the findings of our review of the key assumptions and approach adopted by AMION to
estimate the economic impacts associated with the proposed arena, we have revised the assessment
to re-estimate the GVA and employment impacts. In particular, the economic case has been revised to
reflect:

— changes to key projectinputs, including the capital cost of constructing the Arena and the
dewelopment potential of adjacent sites;

— updates to the external data used in the analysis (e.g. ONS economic multipliers and HCA
employment densities); and

— alternative methodological approaches for estimating the impacts.

Our assessmentis based on the costs and economic impacts associated with the proposed arena
going forward and the value for money of any additional funding required for the project. BCC’s
decision of whether to proceed with the proposed Arena should be made on the basis of the future
costs and benefits of the project, therefore we have not included costs or benefits already incurred/
generated in relation to the Temple island Arena project in our analysis. This is in accordance with the
HM Treasury Green Book, which states that any sunk costs, i.e. those already incurred, should be
excluded from an appraisal®.

Our revised analysis cowers:
— the economic impact associated with the construction phase of the arena;

— the economic impact generated through the operation of the arena, including the supply chain
(indirect) impacts and induced impacts;

— the impact of visitor spending; and
— the potential wider catalytic impacts in terms of wider developments on adjacent sites.
Our analysis of each of these individual impacts are set out in Sections 4.2.1, 4.2.2 and 4.2.3 below.

The total economic impact of the arena is the sum of all of these areas, howe\er, it should be noted

that as impacts from construction are temporary, these are not usually included in estimates of total
economic impact.

Our revision of the analysis of the economic impacts has been carried out in accordance with the
principles set out in the HM Treasury Green Book, and in some case our approach differs from that
used by AMION. We hawe highlighted where this is the case.

These economic impacts are assessed on an annual basis and in Net Present Value (NPV) terms
over both a 25 year period (to align with the AMION analysis and the useful asset life of the arena
asset identified by BCC).

Our updated estimates of the total economic impact of the arena on the Temple Island site are used in
Section 4 to estimate the NPV, BCR and the overall value for money of the Arena.

“HM Treasury (2018) The Green Book: Central Government Guidance on Appraisal and Evaluation.
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421 Economic impact associated with the construction phase of the arena
The total forecast cost for the construction of the Arena is £156.3m*, of which:
— £122.1m are direct costs generated through the contract with Buckingham.

— £34.2m are costs that will be/ have been incurred by BCC in commissioning the construction of the
Arena, this includes, butis not limited to, costs related to the commissioning of architects to design
the Arena and the cost associated with the BCC arena project team bringing the project forward.
£12.2m of the construction related costs have already been bome by BCC*. Therefore, these
costs (and their associated economic impact) have already been realised and are not considered in
our analysis. It also includes BCC risk contingencies above those included in the Target Cost

While the spending associated with the construction of the arena will generate economic impact, this

impact will only be generated for a limited time, over the construction period. At present it is expected
that construction of the Arena will take approximately two years, commencing in 2019 and completing
in 2021.

In order to estimate the economic impact associated with the construction phase of the arena
development, we have adopted a different approach to AMION. We have applied the ratio of GVA to
output for the construction sector to the total construction cost going forward, resulting in an estimate
of the direct GVA generated directly through the construction of the Arena.

The indirect and induced GVA has been estimated by applying the relevant ONS multipliers for the

construction industry. Similarly, the employment impact has been estimated by dividing the direct GVA
by the relevant GVA per employee for the construction industry. The indirect and induced employment
is estimated by applying the relevant employment multipliers. We have applied the assumption used in

the AMION report, that 10 person years of employment is equivalent to one FTE. Therefore
employment figures have been presented in annual FTEs terms, over a 10 year period.

Using the approach and assumptions detailed in the KPMG review column of Figure 30 abowve, we
estimate the construction of the arena could generate, in gross terms, £134.1min GVAand 176 FTE
jobs for the construction period. Figure 31 below sets out the estimated GVA and employment
impacts. Impacts have been assessed in both gross and net terms, taking into account displacement
and leakage factors®.

Figure 31: Gross and net temporary GVA and employment impacts generated through the
construction of the arena

GVA Employment (FTEs)
Direct (gross) £60.6m 83
Indirect (gross) £50.2m 70
Induced (gross) £20.3m 23
Total (gross) £134.1m 176
Total (net) £107.3m 141

Source: KPMG analy sis

* Construction cost for Arenaonly, excuding the cost of construction of addi ional car parking facilties.
% As of March 2017. This figure excludes the purchase of the Temple Islandsite funded by the HCA grant

% Our assumptions on the level of displacement and leakage associated with the construction of the Arena are setout in Figure 30 above.
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4.2.2 Economic impact generated through the operation of the Arena
4.2.21 Economic impacts of the Arena
GVA

As the Arena Operator prepared a Profit and Loss Account for the Arena as part of the Full Business
Case submitted to the West of England LEP, we are able to use the financial information it contains to
conduct a more detailed assessment of the potential economic impacts of the operation of the Arena.

Using this financial information we have estimated the direct GVA associated with the operation of the
arena, using the production approach®’.

Indirect GVA will also be generated through supply chain expenditure related to the operation of the
arena and induced GVA will be generated by direct and indirect employees’ wage spending. We have
estimated these impacts by using the profile of supplier costs as set out in the Arena Operator’s Profit
and Loss account. Tier 1 supplier indirect GVA has been estimated by applying the ratio of GVA to
output to the supplier costs. Based upon these estimates, the indirect and induced GVA has been
estimated using ONS and Scottish Government multipliers. This approach differs to the one adopted
by AMION.

Over 90% ofthe total tier 1 ongoing supplier costs associated withthe arena are in four sectors, these
sectors are:

— Office administrative, office support and other business support activities;
— Food and beverage senvice activities;

— Senivces to building and landscape activities; and

— Electric power generation, transmission and distribution.

The remaining supplier spending is split across a number of industries including, activities of head

offices; management consultancy activities, employment activities and retail trade, except of motor
vehicles and motorcycles.

The estimated annual gross direct, indirect and induced GVA of the arena for years 1, 2, and 3
onwards are detailed in Figure 32 below. This figure also presents an assessment of the GVA
generated in Bristol and the West of England.

Figure 32: Gross GVA generated through the operation of the Arena

Year 1 Year 2 Year 3 onwards

Direct £2.4m £2.8m £3.1m
Indirect £2.2m £2.4m £24m
Induced £0.9m £1.0m £1.2m
Total £5.5m £6.2m £6.7m
D which, Is generated in £4.5m £5.1m £5.5m
Of which is generated in

the West of England £5.2m £5.9m £6.3m

includingin Bristol)
ource: analyss

“ Using the production approach, GVA isestimated asoutput lessintermediate costs. See ONS (2010) Measuring the
economic impact of an intervention orinvestment Paper1.
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A certain degree of the total GVA will not be retained within Bristol or the West of England region.
Using BEIS* sub-regional and regional leakage figures for capital projects*®, we have estimated the
GVA that could be retained within Bristol and the West of England. Our figures are presentedin Figure
32 abowe.

The analysis presented in Figure 32 is in gross terms. We hawve also considered the economic impact
of the Arena in net terms, i.e. taking into consideration the leakage and displacement of the impact
generated through the operation of the Arena. Our underlying assumptions with regards to these
factors are set out in Section 4.1.3. We hawe also applied a social time preference rate (STPR)

discount rate of 3.5% , based on HM Treasury Green Book guidance, in order to estimate the GVA
impacts in NPV terms for a 25 year timeframe. The results are set out in Figure 33 below.

Figure 33: Net NPV GVA impacts generated in Bristol through the operation of the Arena

NPV GVA impact

Over 25 year period £75.4m
‘Source: KPMG analy Sis

Employment

The Arena Operator has indicated that it expects to employ on a permanent basis 37 full-time
equivalent (FTE) individuals for the ongoing operation and management of the Arena.

In addition, temporary/ part-time staff will be employed on event days in roles such as security, sening
food and beverages and stewarding. The operator estimates that on these event days approximately
400 additional persons will be employed on site. Assuming that each person works a full day of
employment® when converted to FTE terms, there will be an additional 105 to 123 FTE employees
directly hired per year, based on the forecast number of events per year.

Therefore, in total the Temple Island Arena will directly create 142 FTE jobs in the first year,
increasing to 160 FTE jobs from year three onwards.

The supply chain spending and the wage spending of employees will also generate indirect and
induced employment, respectively®'.

The estimated annual direct, indirect and induced employment (in FTE terms) of the Arena for years 1,
2, and 3 onwards are detailed in Figure 34 below.

Figure 34: Gross employment in FTE terms generated through the operation of the Arena

Year 1 Year 2 Year 3 onwards
Direct 142 154 160
Indirect 62 68 70
Induced 9 9 10
Total 213 232 240

Source. KPMG analv SIS

Of the total jobs generated through the operation of the Arena, we estimate that in the first year 186

net FTE jobs will be based in the West of England, rising to 203 net FTE jobs in the second year and
net 210 FTE jobs from year three onwards.

“ Formerly BIS.

% eakage figures are taken from BIS (2009) Research toimprove the assessment of additionality .

% Through consultation with the Arena operator we know that the number of hours that people will work on event days ranges from 4-12 hours.
Howev er, we were informed that the majority of employees will work 6 hours or a full work day equivaent. We have therefore assumedthatall
show day employees work a full 7 hour work day.

5'We hav e estimated these impacts by using the profile of suppliercosts as setout in the Arena operator’s profitand loss accounts. The supplier
costs have been converted fo a direct GVA estimate using the relevant GVA to output ra io for each industry. Using the es imated direct GVA and
the corresponding GVA per FTE for each industry, tier 1 indirectempbymenthas been calcuated. Wider supply chain indirect and induced
employ ment has then been estimated by applying ONS and Scotish Government employment multipliers.
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4.2.2.2 Economic impacts from attendee spending in the wider economy

The Arena Operator has estimated that more than half a million people will attend events at the Arena

ewvery year. These attendees are likely to spend within the local economy, generating additional GVA
and employment impacts.

Our estimation of the economic impact of this attendee spending in Bristol is based on:

— An estimate of the proportion of Arena attendees that will be day and overnight isitors. This is
based on data on domestic tourism trips to Bristol® from Destination Bristol and VisitBritain®.

— Estimates of average attendee spending, by type of spend, (e.g. food and drink, retail, transport,

accommodation) for day and overnight visitors. This is based on domestic tourism data from
Destination Bristol.

— Convwersion of estimated attendee spending to direct GVA, based on the relevant sector level GVA
to output ratio for the different categories of attendee spending.

— Estimates of indirect and induced GVA based on applying the relevant sector level economic
multipliers to the direct GVA associated with different categories of attendee spending.

— Estimates of employment impacts based on the estimated GVA impacts and the average GVA per
FTE for each relevant sector.

Figure 35 sets out our estimates of Arena attendee spending and the associated GVA and
employment impacts for years 1, 2, and 3 onwards.

It should be noted that this additional spending and the relevant economic activity (in terms of GVA
and employment) may be with established business in Bristol or new businesses established to cater

for the increased demand. We do not analyse the distribution across businesses. We take care to
awid double counting of the impacts associated with attendee spending.

We estimate that additional attendee spending will generate between 550 and 647 gross FTE jobs.
The employment generated through attendee spending is likely to be concentrated in the retail and
accommodation and food senvices sectors. In the West of England, the majority of jobs in these
sectors are part-time. According to data available from the ONS**, 59% of those employed in the retail
sector in the West of England are employed on a part-time basis. Meanwhile the equivalent figure for
the accommodation and food senices sector is 58%.

A proportion of the attendee spending associated with their visit to the Arena will be spent outside of
Bristol and the West of England region, for example on transport. This represents a leakage of the
spending, and thus economic impacts associated with the spending, out of the local economy. The
gross impacts should be adjusted for this. As set out in Figure 30 we consider it reasonable to assume
aleakage lewel of 17.5%.

It is likely that a proportion of the attendee spending will displace other spending that would take place
if the attendees were not to attend events at the Arena. It is possible that if they were not to attend an
event at the Temple Island Arena, the individuals will attend an alternative event or undertake an
alternative activity. Based on our review of the AMION assumption around the level of displacement

%2 The figure used is for all domes ic tourism trips to Bristol and is not specific fortrips where the intended purpose is to attend a live event or
conference/ exhibiion. Asaresultit is possiblethatthe propor ion of day to overnighttripsis either over- or under-estimated, dependent on the
relativ e catchment areas of all visitors to Bristol, compared to the catchment area for Arena attendees.

%3 VisitBritain (2016) The GB Tourist: Statis ics 2015.

5 Office for National Statistics (2017) Regional level employment (thousands) by BIG (public/private sector split).

M Document Classification - KPMG Confidential 59



for attendee spending, we consider that assuming a displacement level of 20% for this spending is
reasonable.

Taking both displacement and leakages into account, Figure 35 also summarises our estimates ofthe

net GVA and employment impacts at a West of England level, generated as a result of attendee
spending associated with their visit to the Arena.

Figure 35: GVA and employment impacts associated with Arena attendee spending

Year 1 Year 2 Year 3 and onwards

Total attendees 509,200 571,100 599,655
Estimated attendee spending £30.2m £33.9m £35.6m
Gross GVA impact £28.6m £32.1m £33.7m

Qross total employment 550 617 647

impact

Net GVA impact £15.6m £16.9m £17.1m

Net employment impact 344 385 405

Source” RPMG analy S5
4.2.3 Catalytic economic impacts associated with wider developments

In the Full Business Case prepared for the Arena and the AMION 2016 economic impact assessment
it was suggested that the proposed development of the arena on the Temple Island site may catalyse

wider developments, both on the remaining space on the Temple Island site as well as at adjacent
sites in the BTQEZ

To inform our assessment of the potential for wider developments to be brought forward as a result of
the Arena development we have reviewed the latest information relating to the relevant sites and have
consulted with stakehdders at BCC, University of Bristd, Destination Bristol and at the BTQEZ to
understand how the Arena may drive forward wider investment in developments in the future.

We recognise that the proposals for the Arena plans may have already had an impact in terms of
encouraging inward investment to the BTQEZ by signalling to developers that the enterprise zone is a
key future development in Bristol. In addition there are infrastructure works around the Temple Island
site which we have been informed by BCC representatives that the proposed Arena development
supported the business case for, for example the St Phillips footbridge. Howewer, our review considers
the potential for further developments coming forward in the future.

As noted abowe, as part of our review we consulted with representatives from a range of stakeholders.
In general, the view was that there is limited scope for the Arena to further catalyse development in
the surrounding area, given its nature and the plans already underway. It was suggested that the
Arena development will not have a substantial impact in directly driving investment into the enterprise
zone. Other key dewelopments, such as the new University of Bristd campus, were considered to
have clearer and stronger links with the vision and purpose of the BTQEZ and would be more likely to
attract developers and businesses into the enterprise zone. It was noted that the Arena could
potentially encourage more development by attracting retail and food businesses to the BTQEZ This
type of development is currently considered to be lacking in the enterprise zone and is thought to be
important in the public perception of Temple Quarter as a new city district. However, when compared
to the high tech, creative and digital, low carbon and professiona senices sectors which the BTQEZ is
focused on, retail and food businesses tend to have lower economic impacts in terms of GVA and
lower levels of skilled jobs. The GVA and employment driven by Arena attendees’ retail, food and
drink and leisure spending is already captured in our analysis in Section 4.2.2.

Furthermore, when the updated business and economic cases were produced by AMION in 2016, it
was generally thought that securing the arena on the Temple Island site would help to unlock the
redevelopment of the Temple Meads station. In turn, this would improve access to the BTQEZ overall
and more specifically the Sorting Depot site. Howewer, since these reports were prepared, the Temple
Meads station redevelopment plans have been progressed by BCC with the support of Network Rail,
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HCA, and the West of England LEP. Therefore, the Arena specifically is not a driving force behind the
redevelopment of Temple Meads station. Howewer, it should be noted that given the large footfall and
the potential impact this footfall would have on the station, the Arena may influence decisions
regarding the redevelopment of the station, for instance decisions concerning the location of station
entrances and exits.

The AMION economic impact assessment identified 60,700 sqg m of development floorspace on
adjacent sites in the BTQEZ which could be deweloped. Of this, it was assumed that 52,780 sq m of
development would be catalysed by the arena. The sites that were considered as being catalysed by
the Arena dewvelopment consisted of:

— the remaining floorspace on the Temple Island site;
— the Post Office Sorting depot site; and
— aselection of sites surrounding Temple Meads Station.

The University of Bristol has since purchased the remaining space on the Temple Island site and the
Post Office Sorting depot site. These sites will be developed irrespective of whether the arena

dewvelopment goes ahead or not. Therefore, we consider that the arena will not play a role in catalysing
the development of these sites going forward.

The remaining adjacent sites for which it was assumed that the Arena would catalyse development in
the area surrounding Temple Meads Station, covering a total of 49,450 sq m commercial floorspace.

We have consulted with BCC to gain an understanding of how the Arena may catalyse development of
these remaining adjacent sites. Given that Temple Meads Station will be redeveloped, it is considered
that the station redevelopment will be the principal driver of development of these sites rather than the
Arena. This is particularly the case for the floorspace designated for office space (34,550 sq m). The
remaining 14,900 sq m is designated by BCC for retail space and representatives from BCC thought
that the Arena may catalyse parts of this development.

BCC has identified 2,110 sg m of retail space on adjacent sites that it considers could be catalysed
primarily as a result of increased footfall from attendees travelling to the Arena. We have used the
floorspace identified by BCC and have assessed the potential economic impact associated with
dewvelopment of this floorspace, assuming:

— a93.3% occupancy rate for the developments®>;

— the space will be developed for retail use and, therefore, there will be one FTE per 17.5sgm
(based on HCA employment densities for retail space of 15 to 20 sq m per FTE)®; and

— adisplacement factor of 50%°’.

The results of our analysis are set outin Figure 36 below.

* The occupancy rate has been based upon information provided in West of England Combine Authority (2017) West of England Quarterly
Economic Bulletin: July 2017. More detail of what the occupancy rate refers to is setout in Figure 30.

% Home & Communi ies Agency (2015) Employment Density Guide, 3" edition.

" The dev elopments that BCC considers will be catalysedare retail and leisure developments. As a result, there is likely to be a degree of
displacement of economic activity from other retail and leis ure businesses within the region. We have therefore applied a medium displacement
factor, sourced from English Partnerships (2008) Additionality Guide: A standard approach toassessing the additional impact of interventions.
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Figure 36: Analysis of the employment and GVA associated with the development of adjacent
sites to the Arena, asidentified by BCC

Occupied floorspace Total net GVA per year
Net employment (FTEs
(sqm) AT (£m)

2,110 1,969 56 £3.5m
Source: KPMG analy sis

Total floospace (sq m)

Based on the information provided by BCC and gathered through our research, we estimate that the
wider development catalysed by the Arena would generate net 28 FTE jobs and £1.8m in net GVA per
year. This is primarily through the development of retail space on sites adjacent to the Temple Island
site, driven by an increase in footfall in the surrounding area.

It is likely that in the absence of the arena that the development of these adjacent sites will come
forward, albeit potentially at a slower rate if the Arena did not proceed. In AMION'’s 2016 report, it was
assumed that in the absence of the arena, the profile of wider development would come forward over
alonger time period. Based on views from BCC, we have applied this same profile of development
floorspace in our analysis however, we have assumed that development would be undertaken two
years later. This was agreed with BCC and reflects the current status of plans for the arena, as well as
the Temple Meads station masterplanning. Figure 37 below sets out the estimated profile of
development and associated net GVA impact.

Figure 37: Profile of floorspace and GVA of the catalysed wider developments associated with
the Arena and the reference case

2027/8
onwards

2023/24 2024/5 2025/6 2026/7

Cumulative catalysed floorspace brought forward

Arena 832 1,189 1,969 1,969 1,969 1.969

Reference case 832 1,057 1,057 1,414 1,969 1,969

Cumulative net GVA per year

Arena £1.5m £2.1m £3.5m £3.5m £3.5m £14.2m

Reference case £1.5m £1.9m £1.9m £2.5m £3.5m £11.3m
“Total additional

net GVA per year £0 £0.2m £1.6m £1.0m £0 £2.9m

from Arena

Source. KPMG anal? Sisbased on informaion provﬁea by BCC

Owerall, we estimate that wider developments catalysed as a result of the Arena will generate an
additional £2.2m of net GVA in present values, when compared to the reference case, i.e. the arena
not being located on the Temple Island site.

It should be noted that the extent to which the Arena will catalyse additional economic activity within
the local economy through attendee spending, such as spending in restaurants and bars, is captured
in our analysis in Section 4.2.2. This economic activity may take place in the catalysed wider
developments on the sites adjacent to the Arena or elsewhere in Bristol.

The Arena will increase Bristol’s cultural and corporate hospitality offers. We discussed with
Destination Bristol and BCC representatives, if this may impact on business location decisions and it
was considered that although this could be a factor, it is unlikely to materially change or affect a
location decision. Therefore, catalytic impacts to refiect his should not be included in the analysis.

We note, that although the Arena may not deliver the wider catalytic impacts previously estimated
there are likely to be some risks associated with not proceeding with the Arena. In consultation with
stakeholders, it was noted that a decision not to proceed may give the impression to investors,
dewvelopers and the general public, that BCC is not confident in the Temple Island site. It was
suggested that this may have some negative impacts in terms of dewveloper confidence in any large
scale BCC led capital plans and future development of the Temple Island site and across Bristol. This
may hamper the realisation of economic benefits from development.
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4.2.4 Reference case

In Figure 30 we have set out our assessment of AMION’s view of the deadweight of the Arena project
(i.e. the likely development that would take place on the Arena site if the arena development were not

to proceed). The reference case should be used as a counterfactual scenario when assessing the
relative value for money of the Arena project.

In its economic impact assessment, AMION uses a reference case for the Temple Island site based
on a land evaluation study commissioned by BCC. Without the Arena development on the Temple
Island site, it was considered that development of 30,660 sq m of office development and 470 housing
units would be brought forward on the site.

Based on a number of key changes since the AMION report was produced, particularly the University
of Bristol’s purchase of part of the Temple Island site and station redevelopment plans, we consider

that a revised reference case is more appropriate. We consider it reasonable to assume that
development of the site would occur in the absence of the arena on the Temple Island site.

The scope of our work does not include an assessment of the viability of alternative developments on
the Temple Island site. However, we note that a significant amount of time has elapsed since the
commissioning of the land evaluation study and wider changes will have impacted the development
potential of the site (including, the University of Bristol's planned developments and the station
redevelopment). This represents the opportunity cost of proceeding with the Arena on the site. The
potential impact of alternative developments are assessed in our report — Assessment of alternative
development plans for the Temple Island site.

4.3 Businessrates

In addition to the rental revenue that BCC will receive as a result of leasing the Arena, BCC will also
receive business rates income from the Arena.

As the Arena will be built in an Enterprise Zone or Area, we understand from BCC that it will retain
49% of the business rates, with a further 50% going to the West of England EDF and the remaining
1% to the Fire Authority.

Since the AMION report was prepared, BCC has re-assessed the rateable value of the Temple Island
site using Valuation Office estimates. The new BCC estimates suggest that BCC could receive £0.4m
per annum in business rates. Based on the allocations of this business rate income, as set out abowe,
this would result in £0.2m a year being allocated to the EDF and £0.2m to BCC.

As set out in the March 2016 Cabinet Paper®, BCC agreed to evenly split any on-off rebasing of the
rateable value of the Temple Island site with the operator. This was an update on the Operator bid
position, not previously covered. Under the contract, rate increases will remain an Operator risk. As a
result of this decision, under the new business rates estimates, BCC would receive £0.1m in business
rates per annum.

Over a 25 year appraisal period, BCC estimates that £10.8m would be received in business rates from
the Arena, of which BCC would retain £3.5m. These estimates do not account for inflation or discount
the values based on a STPR discount rate.

%8 Bristol City Council (2016) Cabinet— 01 03 2016 Executive Summary of Agenda Item 8.
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4.4  Social impacts

4.4.1 Social Return on Investment

We hawve analysed and quantified the impact of the Bristol Area in economic value and employment
terms, howewer, as identified in Section 4.4.1 there will also be social impacts associated with the
Arena dewvelopment. In order to understand the potential social impacts that contribute towards the
value for money of the Arena, we have reviewed the analysis presented by AMION and provided an
assessment drawing on the principles outlines in the Social Return on Investment (SROI) framework
deweloped by Social Value UK.

SROl is a framework for measuring and accounting for a broader concept of value, which not only
captures the economic costs and benefits but also the social impacts®. The framework provides
guidance on how to identify the social and economic outcomes associated with the relevant actions or
activities and how to attribute a monetary value to them. SROI assessments can be both evaluative
i.e. conducted retrospectively and based on actual data on outcomes, and forecast, to predicting value
if activities meet the intended outcomes.

Guidance produced by Social Value UK® sets out the following steps for conducting an SROI
assessment:

1. Identify inputs: identify what stakeholders are contributing in order to make the outcomes and
impacts possible, this may be resources such as time and money.

2. Value inputs and activities: this step involves assigning a monetary value to non-monetised inputs,
such as time. This may involve using proxies, such as average wages, as a proxy for the value of
a non-monetised inputs.

3. Forecasting SROI: this involves forecasting the value of social impacts over time based on the
expected quantity of inputs.

4.2.2 Reviewof AMION’s social impact assessment

In its 2016 review, AMION set out a number of possible wider benefits that could be generated

through the Arena development. The benefits were centred around five core themes. Figure 38 sets
out these core themes and summarises the AMION assessment of the potential benefits.

% 5ocial Value UK (2012) A guide to Social Return on Investment
% Social Value UK (2012) A guide to Social Return on Investment

kPMG
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Figure 38: Summary of the wider benefits of the Arena identified by AMION

Perception, — Raise the national and international profile of Bristol.

image and — Enhance external perceptions of the local area and the wider city region.
city profile — Present the opportunity to host important events w hichwill attract media
coverage and promote Bristol and the South West of England to a wider

/ — Stimulate growthin key business sectors of the local economy, including the \
visitor economy, creative industries, and the hospitality sector.

— Provide the ability to strengthen the overall cultural, entertainment and leisure
offerin Bristol and the South West of England, provide opportunities in the
impacts supply chain and strengthen the hub of creative industries in Temple Quarter.
— The proposed Arena may attract more businesses to Bristol by enhancing the

city’s appeal, contributing to investment and relocation decisions.

Local
business

/

N

Attraction — Increase the attraction of Bristol as a location to visit.

of visitors — Potentially increase the number of visitors, duration of stays, and the number of
repeat visits for purposes other than to attend an event at the Arena. )

— Increase the range and quality of cultural, sporting, leisure and entertainment \
events on offer withinthe area.

— Provide high quality and accessible cultural, leisure and entertainment offer
whichis recognised as an important factorin enhancing the quality of life, the
attractiveness of locations and the ability of cities to attract and retain
residents.

— Host events w hich could have the ability to educate and inform and to raise the
aspirations of people.

— Improve aw areness of cultural and sporting events, and enhance educational

k performance and behaviour. /

— Help to develop capacity and skills in Bristol, particularly if a significant
Capacity proportion of suppliers to the Arena are sourced locally.

and skills — Potential for relationships to be fostered betw een the Arena and schools,
universities and colleges, w hich could assist w ith developing new modules and

courses to enhance the offer from Bristol based educational establishments.

Source: KPMG review of AMION consul ing (2016)Bristol Arena —Economic Appraisal — Revised Draft

AMION'’s assessment of the social impacts was wholly qualitative and did not attempt to monetise any
of the impacts. Furthermore AMION does not reference any of its findings nor does it indicate the
specific inputs and activities that would, beside the construction of the Arena, create the outcomes it
has presented.

443 KPMG assessment of the potential social impacts of the Arena

In our following analysis we have updated and expanded upon the social impacts presented in the

AMION report. Our assessment is based upon the latest data available, findings drawn out from our
stakeholder engagement as well as relevant academic literature.

For the purposes of this study we have investigated the possibility of carrying out a forecast SROI
analysis drawing on available data and evidence relating to inputs. Where possible we have quantified
the inputs using the SROI framework and guidance on SROI methodologies produced by Social Value
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UK®, Howewer, we have been unable to fully assess the potential social value of the Temple Island

Arena development as at present, there is insufficient information and data associated with the inputs/
activities.

We have not assessed the potential environmental impact of the Arena as this is not in scope of this
study. BCC may wish to consider environmental impacts associated with the Arena as part of its own
assessment of the project.

Where we have been unable to quantify the social impact, we have assessed itin a qualitative manner
as in accordance with guidance from the HM Treasury Green Book® and the SROI framework.

To fully understand the scale and extent of the social impacts associated with the Arena, a full SROI
assessment of the social impacts should be conducted ex-post as part of general monitoring and
evaluation of the project. An updated analysis could also be undertaken when the level of inputs and
activities are agreed.

Our assessment of the social impacts can be summarised broadly into three main areas:
1. the construction of the Arena;

2. the staging of events; and

3. the wider cultural impact.

Each of these areas have been assessed individually in the following sections.

4.4.3.1 Social impacts generated through the construction of the Arena

Social impacts may be generated through the activities of the contractor; Buckingham, both leading up
to and during the construction of the Arena. As part of its tender submission Buckingham put forward
employment, skills and community engagement plans, which have been incorporated in to the PCSA.
Therefore, these form contractually binding commitments. We understand from BCC that it has been
working with Buckingham to dewelop the draft Employment and Skills Plan (ESP), with a revised draft
produced in March 2018%. The finalised Plan will be part of the binding contractual undertakings to be
delivered during the construction of the Arena.

Within the draft ESP, Buckingham has indicated it will “promote sustainable economic development”;
“provide significant economic benefit to the local community” and “provide a positive impact on local
pollution”.

More specifically, Buckingham is collaborating with BCC and other local stakeholders, such as Job
Centre Plus, to dewelop and finalise targets for:

— recruitment of local people within a specific radius;

— targeted recruitment for those who are long-term unemployed and Not in Education, Employment
or Training (NEET);

— training and apprenticeships for local people, focusing on training that will increase the opportunity
for long-term employment;

— number of graduate placements offered for new job starts;
— number of work experience placements offered;

& Social Value UK (2012) A guide to Social Return on Investment.
2 M Treasury (2018) The Green Book: Central Government Guidance on Appraisal and Evaluation.
8 Buckingham Group Contracting Limited (2017) Employment and Skils Plan (ESP) for Bristol Arena (revised March 2018).
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— number of person weeks of training;
— the wlume of business placed with local suppliers; and

— engagement events or initiatives, including pupil interactions, job and training opportunities and
community initiatives.

Figure 2 in Section 1.2 contains more details of the targets currently agreed between BCC and

Buckingham in relation to the construction of the Arena, as set out in the draft Buckingham
Employment and Skills Plan.

In our analysis of the economic impacts associated with the construction of the Arenain Section 4.2.1,
we have captured both the direct and indirect GVA and employment associated with construction. This

analysis provides a quantitative assessment of the potential impact of the policies concerning the
recruitment of local people and the wolume of business placed with local suppliers.

Howewer, wider benefits associated with training and apprenticeships in terms of skills uplits and

productivity gains are not captured. The scale of potential impacts will depend on the volume of
support provided by Buckingham. These targets will need to be agreed for this to be valued.

Buckingham has proposed that it will appoint an Employment and Skills manager to be responsible for
the implementation of the ESP going forward, and who will work with BCC and local agencies, such as
Job Centre Plus to target recruitment at those who are long-term unemployed, NEET and from
disadvantaged or under-represented communities and groups. The time resource of the Employment
and Skills Manager, as well as any other Buckingham employees who may be involved in these
activities, represent the input of Buckingham which will generate social impact. The corresponding
outcomes may include employment for those previously unemployed, increased income for those
previously unemployed and/or increased future opportunities for employment.

There is considerable evidence presented in literature concerning the relationship between training
and future employment opportunities. The completion of apprenticeships has been connected to wage
uplifts, for example research conducted by BEIS estimates that those who complete a higher
apprenticeship could earn up to £150,000 more on average over the course of their lifetime when
compared to those with no formally recognised qualifications®. Other studies hawe identified a
potential wage uplift ranging between 11% and 87% for those completing an apprenticeship,
depending on the level of the apprenticeship (intermediate, advanced or advanced +)%.

Finally, Buckingham’s commitment to volunteer within the community, as well as the donation of cash
and gifts in kind, are further inputs which may generate social impact outcomes. As the lewvel of these
donations has not been confirmed we are unable to estimate the monetary value of the impact
generated. However, the value of the time by Buckingham employees’ spent volunteering could be
estimated by using wages and/or salaries as a proxy. Similarly, the equivalent monetary value of gifts
in kind could also be used to establish the value. These resources could generate wider intangible
benefits depending on the type of community engagement that is undertaken. However there have not

% Department for Business, Innovationand Skills. 2015. ‘English apprenticeships: Our 2020 vision’. See:
https://www.gov.uk/government/publications/apprenticeships-in-england-vision-for-2020

®Mcintosh, S. 2009. ‘A Cost-Benefit Analysisof Apprenticeshipsand Other Vocational Qualifications'. DfES Research Report
834. Directorate General for Employment, Social Affairs & Inclusion. 2013. ‘T he effectivenessand costs-benefitsof
apprenticeships: Resultsof the quantitative analysis. London Economics. 2011a. ‘Returnsto Intermediate and Low Level
Vocational Qualifications. BIS Research Paper53. London Economics. 2011b. ‘The Long-Term Effectof Vocational
Qualificationson Labour Market Outcomes'. BIS Research Paper47. National Audit Office. 2012. ‘Adult Apprenticeships.
Estimating economic benefitsfrom apprenticeships— Technical Paper. Department for Innovation, Business and Skills, Skills
Funding Agency and National Apprenticeship Service. CEBR. 2013. ‘University education: Isthisthe best route into
employment?’. Areportby AAT and CEBR.
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been any examples of what this may look like provided by the contractor sowe are unable to assess
the potential impacts.

4.4.3.2 Regeneration impact

The economic benefits in terms of output and job creation are captured in Section 4.2.2, however, the
Arena will help contribute towards the regeneration of a large brownfield site in the Temple Meads
Quatrter of Bristol. This will revitalise the local area, bringing forward the Arena as a cultural asset, as
well as delivering public realm improvements and transformation of the site to create safe public
spaces and pathways. It has also been indicated to us that it could provide better connectivity to the

City Centre from the south of Bristol as well as new public spaces and amenities for the population of
Bristol and wider visitors to the area.

As noted by the Department for Communities and Local Government®, regeneration initiatives often
have a wide and diverse range of physical, economic and social impacts. Dependent on the specific
objectives of the regeneration scheme, these can include:

— economic benefits in terms of output and job creation;
— improvements to the environment and the working of land, property and housing markets; and

— impacts on a broader social agenda, including improved health, reduced crime and building of
social capital.

The economic benefits are captured within our analysis in Sections 4.2.2 and 4.2.3, so are not double
counted here. It is not clear that the Arena will directly impact property and housing markets, although
it could deliver some wider effects by improving the cultural offer of Bristol. It is not possible to quantify
this at this stage due to a lack of evidence.

4.4.3.3 Social impacts generated through the staging of events

The impacts generated through the staging of events will be broadly associated with improving
Bristol’s visitor economy and benefits to local business. There could also be impacts associated with
community engagement actities undertaken by the operator.

The Arena Operator has estimated that the Arena will host approximately 600,000 attendees per year.
A proportion of these attendees will be from outside of the Bristol area, and possibly outside of the
West of England. For these attendees, the Arena will be a drawing factor in visiting Bristol and the
events will also increase the profile of Bristol. The Arena may prompt repeat visits from these
attendees in the future and thus result in increased visitor spending in the area, and an improvement
in the visitor economy. Destination Bristol estimates that, on average, day visitors to Bristol spend
£41.00 per trip whilst domestic overnight visitors spend £164.73 per trip®.

Furthermore, an Arena in Bristol will likely mean that local residents do not have to travel to other
cities in the UK, particularly Cardiff, Birmingham and London, to attend Arena based concerts and
events. For these attendees, spending will be retained in Bristol and there will also be a time saving
associated with having to travel a shorter distance to access an Arena. This spending will be
additional to Bristol, however it should be noted that the spending will be displaced from other parts of
the UK and will therefore not be additional at a national lewel. It is not possible to calculate this impact
at present as there is no information available from BCC or the Arena Operator on the current number
of Bristol residents who travel to attend Arena events, or the acts that may be hosted at the Temple

Island Arena. We have, howewer, estimated the potential impact that attendee spending could have in
Bristol in Section 4.2.2 abowe.

% Communities and Local Government (2010), Valuing the Benefits of Regeneration
5 Data for 2016 as provided to KPMG from Des ination Bristol.
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The Arena could also provide a venue for special events, such as awards ceremonies. Through our
conversations with Destination Bristol, we understand that Bristol does not currently have a venue that
is suitable for events such as these and that Bristol is missing out on opportunities as a result. The
economic analysis factors in the activity associated with staging all events at the Arena, based on the

operator’s plans. However, wider benefits could be derived as these types of events could raise the
profile of Bristol both nationally and internationally, attracting new business and visitors to Bristol.

The Arena will also generate benefits for local businesses as a result of the increased spending in the
local area by attendees. These benefits have already been captured in our analysis of attendee
spending and supply chain spending by the Arena Operator in Section 4.2.2 abowe.

Wider social impacts could be generated as the Arena Operator, as part of its bid for the contract,
submitted a number of examples of how it could potentially engage with the local community, based
on examples from other arenas it operates.

The operator proposed a multi-faceted approach to community engagement involving:
— providing direct financial support for local projects;

— mutual fundraising;

— resident only events and priority tickets; and

— the fostering of local arts and enterprises.

Some examples of the community engagement programmes that the operator has proposed to it could
bring to the Temple Island Arena are set out in more detail below:

— Young voices: Young wices is an international organisation that has been staging some of the
largest children’s choir concerts in the world for the past 20 years. A Young Voices concert consists
of 5,000 — 8,000 children performing as a single choir in large, internationally renowned venues.

Young Voices specially selects a diverse sample of a music for children to learn, through which
they gain a better understanding of music and being a member of a choir.

SMG and Live Nation have introduced Young Voices in venues in Sheffield, Manchester and
Birmingham and it is a proposition that could be introduced in Bristol.

— Helping local groups: SMG and Live Nation have previously helped local groups by providing
them with financial resources. In Southampton, Sheffield and Cardiff, they spend an annual budget
of £10,000 to help local groups achieve their goals.

In addition to financial contributions, the operator has previously provided access to an arena for
local groups. One instance of this was in Cardiff where the arena hosted space for a Vulnerable
Women'’s group.

In the past, for other arenas the operator has indicated that it has appointed specific community

liaison officers to work alongside local authorities and community interest groups to help ensure
that it takes account of, and is sensitive to, local issues.

The examples given by the operator for potential community engagement initiatives could help
improve community cohesion, social inclusion and could create social value. The Young Voices

programme could help skills development for the local schools by teaching children about music and
also introducing them to softer skills such as team work as they have to work together as a choir.

Although the Arena Operator has provided examples of potential programmes it may put in place in
Bristol, and has indicated that it would collaborate with neighbourhood partnerships such as Bristol
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Children and Young People’s senice, there is a lack of evidence on the scale of activity that would
take place in Bristol (the inputs). Also, no evidence has been made available on the outputs and
outcomes associated with any of the example community engagement initiatives. This means that it is
not possible for us to determine the scale and type of potential outcomes and impacts, in order to
assess and value the social impact quantitatively. Firm commitments, as well as agreed outputs would
be required to be able to do this.

Additionally, it should be noted that the agreement between the operator and BCC does not
contractually oblige the operator to undertake any community engagement activities as part of its
management of the Arena. We understand from BCC that when tendering for an Arena Operator and
agreeing contractual terms a decision was made not to place contractual obligations on an operator to
provide community engagement activities. Therefore, any activities the operator does undertake would
be vc;}lunéary and at the operator’s discretion. As a result, itis not certain that the example activities will
go ahead.

4.4.3.4  Wider cultural impact

The Arena has the potential to have a positive impact on the overall cultural offering of Bristol, to the
benefit of local communities.

Culture has both an intrinsic and social value®. It has been found that engaging and participating in
cultural activities can increase overall satisfaction and has a positive impact on personal wellbeing.
Furthermore, engaging in culture can have wider social benefits in terms of health, education and
community. Many studies investigating the relationship between arts and culture and wellbeing, have
shown that the arts can have a positive impact on a person’s health, both physical and mental
wellbeing. Impacts include: ™

— improved confidence;

— improvements in social development skills, such as communication and social participation;
— reduced blood pressure; and

— increased self-esteem and self-efficacy.

Links between arts and culture and community outcomes have also been identified empirically.
Participation in arts and culture has been found to have a positive relationship with social capital. It
has been found that those who participate in arts-related activities have greater social interaction, self-
esteem and more well-developed social relationships and networks. Furthermore, studies have found
that cultural participation can contribute to community cohesion, civic pride and increase social
inclusion, overall making communities safer and stronger’.

Studies hawe also investigated the relationship between participation in arts and culture and the
educational attainment of children and young people. It has been found that participation in arts
activities can be linked to improvements in young people’s cognitive abilities and transferable skills™.
Other studies have found that engaging with arts and culture from a young age is associated with
higher academic attainment and greater skills proficiency™. In the long-term participation in arts and

8 Department for Culture Media & Sport (2014) Quan ifying and Valuingthe Welbeing Impacts of Culture and Sport.

 Department for Culture Media & Sport (2014) Quan ifying and Valuingthe Welbeing Impacts of Culture and Sport.

™ Tay lor et al (2015) A review of the Social Impacts of Cultureand Sport

" Staricoff, R.L. (2004) Artsin Health: a review of medical literature.

2 National Statis ics (2009) Peopleand culture in Scotland: Results from the Scottish Househald Survey Culture and Sport Module 2007/2008.
" Newman et al (2010) Understanding the impact of engagement in culture and sport, a systematic review of the learning impacts for young
?eople. CASE, DCMS.

“Newman et al (2010) Understanding the impact of engagement in culture and sport, a systematic review of the learning impacts for young
people. CASE, DCMS and Vaughn et al (2011) Bridgingthe Gap in Schod Achievementthrough he Arts.
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cultural activities can increase the likelihood of a young person entering further and higher
education™.

The Arena will provide local communities and individuals’ access to a wider variety of cultural events
than currently available in Bristol, especially live music, musicals and theatre, family events and
conferences and exhibitions. This access could promote the large range of positive benefits noted
abowve that people and communities can experience as result of engaging with cultural activities.

It should be noted that the findings of research presented abowe, relate to the impact that arts and
culture can have in general. The scale and type of potential impacts generated is likely to be related to
the type of events staged at the Arena.

® Department for Culture, Media & Sport (2015) Fur her analysis to value the health and educational benefits of sports and culture.
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0 Valuefor Mongy assessment

5.2 Economic and socialimpact assessment

The BCR and the economic NPV provide an indication of the total VValue for Money that the Arena
project could deliver. Using the revised costs provided by BCC and our updated analysis of the
economic impacts associated with the Arena, we hawe estimated the BCR and the NPV GVA
estimates for the Arena project.

The value for money metrics have been assessed in our central case scenario, both including and
excluding the construction impacts. Given that, by nature, construction impacts are temporary and are
generated over a short time frame, there tends to be high lewvels of displacement associated with the
activity. Therefore, it is often excluded from assessments of Value for Money of projects.

The results of our analysis are detailed in Figure 39 below.

Figure 39: Value for money assessment for the Temple Island Arena

25 year period

Benefits VA — Construction 07.3m

GVA - Operational £387.1m
Operating surplus £0m

Total £489.1m

Capital costs £148.0m
BCR 3.2

~ Economic NPV £282.6m

Source: KPMG anal? SIS

Based on our updated analysis, over a 25 year time frame the BCR for the Arenais 3.2:1 and the
economic NPV generated is £282.6m, excluding construction impacts.

When compared to the results detailed in the AMION report, the BCR and economic NPV estimates

for the Arena have decreased. This is largely due to an increase in the project costs and a reduction in
the catalysed economic benefits associated with the project.

It should be noted that our BCR only captures the economic and financial benefits associated with the
arena. The HM Treasury Green Book’’ recommends that where possible, in addition to financial and
economic impacts, a BCR captures the social impacts of a project, policy or intervention.

As set out in Appendix 4, the Temple Island Arena is likely to generate a number of social impacts for
Bristol (such as impacts associated with increasing Bristol’s cultural offering, providing community
resource and regeneration of a key part of Bristol). However, there is a lack of evidence relating to the
outputs and outcomes associated with these social impacts. In addition, the inputs and activities
proposed by the Arena contractor and operator that could generate such social impacts, are not
contractual and therefore not guaranteed. As a result of these factors, we have been unable to
monetise the social impacts associated with the Arena, and these have not been included in our BCR
calculation. The HM Treasury Green Book recommends that where costs or benefits cannot be
quantified, they should be included within an appraisal and presented alongside the NPV and BCR.
Section 4.4 sets out and qualitatively assesses the social impacts associated with the Arena. These
social impacts should be considered as part of the overall BCR assessment and would improve the
Value for Money of the project.

™ The NPV of the projectis caculated by taking the present value (PV)of benefits and subfracting the PV of the costs. And the BCR is givenby
the present v due of thebenefits divided by the present value of the costs.
 HM Treasury (2018) The Green Book: Centra Govemnment Guidance on Appraisal and Evaluation.
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There is no detailed guidance on BCR thresholds for capital infrastructure projects and what level of
BCR could be considered as providing value for money. Instead, value for money should be assessed
relative to the alternative schemes in which the public funding could be invested. We note that the
Department for Transport (DfT) has produced some guidance on assessing the value for money,
including the classification of BCR, for transport interventions, as part of WebTAG". Using the
WebTAG guidance on VM assessments, a BCR of 3.2:1 over 25 years would be classed as ‘High'.”
Howevwer, it should be noted that the WebTAG guidance is produced only for transport infrastructure
projects, the nature of which is very different from that of an Arena project.

5.3 Commercial and financial assessment

A VIM assessment should not only consider the costs of the project versus the potential benefits, but
should also take into account other aspects of the project, such as affordability, deliverability and the
expected level of risk.

5.2.1 Commercial assessment

For the development of the Arena, BCC has entered into a Pre-Construction Senices Agreement with
Buckingham Group, a medium-sized UK-based contractor. The entity has low levels of long-term
gearing for a company of its size (annual turnover of over £400m), particularly given the current
challenges in the construction sector. However, the contract for the Arena would be one its largest
projects to date and is comparable in size to its net asset base, which increases the risk of
Buckingham delivering the contract to completion.

The target price structure of the contract and proposed price sharing mechanism means that
Buckingham Group would meet a significant proportion of additional costs as BCC has capped its risk
exposure at 7.5% of the Target Cost in the event of cost overruns. This arrangement provides cost
certainty to BCC as well as an incentive to outperform the Target Cost, if Buckingham successfully
completes the contract.

There are some uncertainties around the Target Cost, which already exceeds the current approved
budget, given the absence of a matching detailed design for the current proposal from Buckingham.
Howewer, we note the comments from Aecom of a possible further £8.0m of value engineering, stating
that “the revised bid has been substantially market tested and once the project regains traction further
buying gains are expected from the supply chain”.

Operational risk for the first 25 years post-completion of the assumed 50-year economic life of the
Arena has been transferred to AlL, a joint venture between SMG Europe and Live Nation. AlL will
retain risks in relation to demand, operations and maintenance of the facility during the term of the
lease, limiting the risk exposure to BCC during this period. We note these two companies are market-

leading in the industry and consider the risk of operator income being mitigated to the extent
reasonably deliverable.

5.2.2 Financial assessment

In the absence of any public sector support, the project is forecast to deliver a blended return of -
0.67%. This is significantly below a return of 6.20% which we estimate commercial investors would
require in order to compensate them for a project of this risk profile. Consequently, the project as
currently structured requires a subsidy in order to make it viable from a financial return perspective.
We estimate the value of this subsidy to be £103.1m. This is provided through a combination of the
direct financial contributions from the public sector, including the LEP and BCC directly, and the
indirect support offered by BCC in financing the project directly at the cost of PWLB, which is
discounted to risk-adjusted rates. This is not untypical for arena developments in the UK, for which

\WebTAG refers to guidance produced by the Department for Transport which aims to provide informa ion on the role of transport modelling and
appraisal.
" Department for Transport (2015) Value for Money Framework: Moving Britain Ahead.
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there are limited precedents for direct commercial investment, and so should not necessarily be
considered as a barrier to investment.

Based on BCC forecasts over a 25-year operational term, the scheme could deliver a net cumulative
surplus of £1.3m after repaying the PWLB loans drawn to meet the cost of its construction. With
optimisation of the borrowing structure, the Arena could be an income-generating asset for BCC,
delivering a recurring surplus during its operation.

This surplus provides a limited buffer for BCC to use to mitigate potential risks, with the project being
particularly sensitive to increases in Council borrowings costs.

5.4 Conclusions

In conclusion, the strategic and economic case for an arena is well established. The commercial case
suggests key risks have been passed to the private sector but BCC retains a level of residual risk
exposure which could lower value for money in a downside scenario. The financial case demonstrates
that the project is affordable and can be income-generating for BCC provided public subsidies are
made available, although these are not untypical for UK arena developments.

Howewer, given the changes since the business case was approved, we note there are a number of
further steps which need to be taken before a more informed decision on the value for money of the
project as proposed currently can be made.

The economic and social benefits that the project is anticipated to deliver cannot necessarily be
delivered in isolation. Instead, they rely on the availability and coordination of complementary
infrastructure in order to promote the social and economic objectives of the region as a whole.
Appraising the value for money of the Arena requires a more detailed understanding of its role within
the wider City Plan for infrastructure development and social welfare. This link could be developed
further to reinforce the case for the Arena and its proposed location.

This study does not consider alternative development and delivery options for the arena. Alternative
options may deliver similar social and economic benefits as currently envisaged without the level of
public support and investment currently required. In additions, these options may unlock the current
site for more valuable opportunities to the region of Bristol, lowering the opportunity cost of the
scheme whilst still delivering the arena and meeting its objectives as part of the wider BCC
infrastructure development strategy. Given proposals have been put forward by YTL relating to the
Brabazon Hanger site, these should be explored before a more informed value for money conclusion
can be reached. Our assessment can be found in our reports entitled ‘Assessment of alternative plans
for Arena in Bristol’, and ‘Assessment of alternative development plans for the Temple Island site.’
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b Monitorng and evaluation framework

6.2 Templelsland Arenakey performanceindicators

Our estimates of the potential impacts of the Temple Island Arena project provide an estimate of the
potential scale and scope of the possible economic benefits and a qualitative view of the type of social
impacts that could be generated. However, realising these impacts is not certain and is dependent on
the delivery of the planned inputs, activities and outputs of the project. Therefore, it is important to put
in place a monitoring and evaluation framework to track the outputs and outcomes and to enable the
end economic and social impacts to be measured as they arise.

We have developed a high level logic model for the Temple Island Arena, which sets out the inputs,
activities, outputs, outcomes and impacts of the Arena project, and maps the flow of impact for the

Arena project. Using this logic model we have identified the following key performance indicators
(KPls) that we suggest are monitored on an ongoing basis when the Arena is operational:

— £4.2min direct, indirect and induced GVA created per year in the West of England as a result of
the operation of the Arena;

— 210 direct, indirect and induced FTE jobs created in the West of England through the operation of
the Arena;

— 122 events staged at the Arena, attracting ¢.600,000 attendees per year;

— £17.1min GVA in West of England is created per year through the spending of event attendees;
— 405 indirect and induced FTE jobs created through the spending of event attendees; and

— £0.4m raised in business rates from the arena’s operation for BCC per year.

BCC set out an initial monitoring and evaluation plan for the arena project, as detailed in Appendix R

of the FBC. We have reviewed this plan and updated it based on our view and the latest available
information in Section 6.3.

6.3 Approachto monitoringand evaluation

Using the KPIs identified in Section 6.2 and those identified by BCC in its original monitoring and
evaluation plan, we have created a proposed framework to allow BCC to monitor the progress of the
Temple Island Arena project against the KPIs. It should be noted that this monitoring and evaluation
framework should be used alongside general project governance processes and not in place of it.

A monitoring and evaluation framework should be informed by the stated objectives of the project and
should aim to track progress against these objectives only. The HM Treasury Green Book
recommends that the thoroughness of an evaluation should depend on the scale of the potential
impact, as well as the public interest in the project®. Furthermore, the method for monitoring and
evaluation should be proportionate to the impacts being measured, i.e. if the potential impactis small,
the resource commitment to the monitoring and evaluation of the impact should also be small.

BCC’s current monitoring and evaluation plan is more comprehensive than the plan we have put
forward. We have focused on the outcomes that we consider to be the most material, measurable and
are proportionate. The BCC monitoring and evaluation plan developed in 2016 does not suggest the
baseline against which progress should be measured, or recommend the frequency with which KPIs

8 HM Treasury (2018) The Green Book: Central Government Guidance on Appraisal and Evaluation.

kPMG
Document Classification - KPMG Confidential 75



should be measured. These are important to establish as part of the framework. Therefore as part of
our assessment these elements have been added into the framework.

The framework, set out in Figure 40 below, details, for each KPI, possible approaches to measuring

performance, including data sources, suggested frequency of monitoring and the baseline against
which progress should be measured.

kPMG
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Figure 40: Proposed monitoring and evaluation framework for the Temple Island Arena project

Corresponding

BCC KPI . Frequency of
S (where D measurement

applicable)

Construction phase?!

£107.3m net GVA is created as a 3.2. Progress against this KPl would have to be estimated based on total Every 6
result of the construction of the construction cost and drawing on ONS and Scottish Government GVA months, forthe
Arena (over the total period of nultipliers. duration of
construction) construction
176 net temporary FTEs are 23.21 Direct enployment figures should be reported by the contractor. Indirect and 0 Every 6
created as a result of the induced employment figures can be estimated drawingon ONS and Scottish months, forthe
construction of the Arena (over Government employment multipliers. duration of
the total period of construction) construction
A minimum_of 1 supply chain - This KPI should be reported by the contractor 0 Every 6
training or support initiatives per months, forthe
month. duration of
construction
A minimum of 250 person w eeks 2328 Progress against this KPI would have to be reported by the Arena contractor, 0 Every 6
training w ho should be monitoring and recording training hours across its employees. months, forthe
duration of
construction
50% labour from the West of 2324 and Progress against this KPI would have to be reported by the Arena contractor, 0 Every 6
England, including 25% from 2325 w ho should have records of its enployees and w herein the UK they live. months, forthe
Bristol duration of
construction
A mnimum of 10 graduate = This KM should be reported by the contractor. 0 Every 6
placements offeredfor new job months, for the
starts. duration of
construction
Atleast 45-50 apprenticeships (of 2.3.2.6 This KM should be reported by the contractor. 0 Every 6
w hich 15-20 fromBCC priority months, forthe
groups). duration of
construction

&' Many of the KPIsregardingwork placements and supply chain expenditure are based on the original commitments put forward by theinitial contractor, Bouyges. The levelof commitment by the current contractor,
Buckingham, are yet tobe agreed. However, it is believed that these KPI levels are the minimum expectedlevel by BCC. We hav e, therefore, kept these KPIs are they are but it should be noted that they are yetto be
agreed with the contractor.
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A minimum of 50 work 2327 This KPI should be reported by the contractor. 0 Every 6
placements/ w ork experience months, forthe
opportunities duration of
construction
A minimum of 3 engagement 2.3.91 The Arena contractor should keep records of any engagement events that 0 Every 6
events or initiatives per month. take place relating to the Arena, and report accordingly to BCC. months, for the
duration of
construction
Operation phase
£4.2m in net GVA created per The direct GVA can be measured based on data contained w ithin the financial 0 Annual
year in the West of England as a accounts of the Arena Operator. Direct and indirect GVA can be estimated
result of operating the Arena draw ing on economic multipliers available fromthe Office of National Statistics
(ONS) and Scottish Government. The GVA should be measured using UK
Government suggested methodologies, as set out in the HM Treasury Green
Book.
210 net FTE jobs created through  2.3.2.1 The direct jobs created can be measured and reported to BCC by the Arena 0 Annual
the Arena Operator. Direct and indirect jobs can be estimated based on economic
nultipliers available from the Office of National Statistics (ONS) and Scottish
Government. The employment impacts should be measured using UK
Government suggested methodologies, as set out in the HM Treasury Green
Book.
122 events at the Arena attract 23.1.1 and ‘The number of events staged at the Arena can be directly monitored basedon O for number of  Annual
€.600,000 attendees to the Bristol  2.3.5.1 data from the Arena Operator. The number of attendees can be measured attendees to
through the ticket sales and attendance records w hich should be collected by events at the
the Arena Operator. In addition, there are publicly available statistics that are arena.
produced by Destination Bristol on tourism to Bristol w hich could be utilised to At present
measure the number of additional visitors that may be travelling to Bristol in 12.7m people
order to attend events at the Arena. travel to Bristol
from other
regions in the
UK.

“ET7.1Tm in net GVA per year 2.3.2.15 GVA generated through spending of event attendees can be estimated based 0 Annual, or as
created through spending of event on data collected from a representative sample of Arena attendees. Event frequent as
attendees attendees could be surveyed and questioned about their level of additional surveying is

spending (outside of the Arena in the wider economy), and the geographic feasible
location and type of spending (e.g. accommodation, transport, retail) as a
result of attending an event at the Temple Island Arena.
The survey should be designed to capture the additionality of this visitor
spending as accurately as possible. This can be done by asking attendees
about w hat alternative activities they w ould have undertaken if they had not
attended an event at the Arena, w here this activity w ould have taken place
and approximately how much they would have spent.
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405 indirect and induced net FTE 2.3.1.2 In addition to GVA, a representative survey of event attendees and their 0 Annual, or as

jobs created through spending of corresponding spending can be used to estimate the employment impacts of frequently as
event attendees attendee spending. surveying is
feasible

Source: KPMG analy sis
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